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Karmazin: Rush Limbaugh
Should Want to Work for Sirius
XM
Here's a tidbit from my intcnjcw"ith Sirius
XM Radio CEO Mel Kaonazin that didn't fit
in to my story about him: I asked Karmazin
whethe r he'd be interested in hiring Bush
Umbaugh. should he become available, and he
answered in a way that suggests he would.

The recent adyertisim: boycott against the
conservative host has given rise to speculation
that Limbaugh might be better off moving to
satellite radio after his current contract expires
in 2016. Sirius, the only satellite radio operator
in the U.S" derives almost all of its revenues (Photo credit: Wlldpcdla)

from su bscriptions, making it more or less
immune to pressure from sponsors (although
a campaign to get listeners to cancel their subscriptions could have a similar or
even worse effect) .

When I presented this scenario, Karmazin, in essence, flipped the question,
turning it into a pitch to Limbaugh (or any other talent listening) explaining
whey they should want to work for him. Here's wha t he said:

" I think that if! were tal ent, tbe re is m place Twould rather he than sat ellit e mdio fora
number of reasons. NO.1, we're a national se rv ice, whereas if yo u're Rush Limbaugh yo u've
l\Ollo sy nd jeate yourself lo 600 different stations to cover the United States, We also aren't
nmning the kind of commercials [tbey are on terrestrial mdio] since our business isn't
principally adv ertising. When,~ do ro n a talk show, we run it with fewer commercials .

T'he re's also no ~so yo u really can talk like an adult . You don't have to talk like a child.
Terrest ria l radio is mea su red by this indecency standard They 're afraid so mebody might
say th e S-word and a child co uld hear il, so you can't S.1Y it. You' have to say "the S-wo rd ."

We th ink that adults dserve to he able to hear content for adults.

And, again, we're a very profitable, successful co mpany. Ifwe want a performer, we can
affo rd to pay more than anybody else ca n because we're making more,

1'111 not going to talk abo ut any specific perfor me r, but at this po int I ca n understand why

people might th ink sat ellit e md io is a good place to go.

Iorbes.com/sitestjeffbercoviciJ2012J04/06f ...lprinll
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Karmazin: Rush Limbaugh
Should Want to Work for Sirius

Here's a tidbit from
that didn't fit

into my story about him: I asked Karmazin
whether he'be interested in hiring~
Liinhailgh, should he become available, and he
answered in a way that suggests he would.

(Photo cfedlti Wlklpodia)

conservative host has given rise to speculation
that Limbaugh might be better off moving to
satellite radio after his curtent contract expires
in 2ot6. Sirius, the only satellite radio operator
in the U.S., derives almost all of its revenues
from subscriptions, making it more or less
immune to pressure froin sponsors (although
a campaign to get listeners to cancel their subscriptions could have a similar or
even worse effect).

When I presented this scenario, Karmazin, in essence, flipped the question,
turning it into a pitch to Limbaugh (or any other talent listening) explaining
whey they should want to work for him. Here's what he said:

C C 1 think that if l were talent, there is no place I would rather he than satellite radio for a
number of reasons. No. t, we'e 0 national service, whereas if &

ou're Rush lambaugh you'e
got to sv ndicate yourself to 6oo different stations to cover the United Statca We also aren'
running the kind of commercials [they are on terrestrial radio] since our business isn'

principally ach ertising When vve do run a talk show, we run it vdth fewer commercials.

There's also no~ so you really can talk like an adult. You don't have to talk like a chiM.
Terrestrial radio is measured by this indecency standard. They'e afraid a3mebody might
say the Sword and 0 chM could hear it, so you can't say it. You'ave to say "the SworvL

We think that adults cLverve to be able to hear content for adults.

And, again, we'e 0 very profitable, successful company. 1 f we wont a performer, we can
afford to pay more than anybody else can because we'e making more.

l'm not going to talk about any specific performer, but at tins point I can understand v hy
people might think satellite radio iv a good place to gp.
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Thanks to his ori ginal '60s recordings on Cameo- Pa rkway being held hostage by ABKCO, the label th at

bought the rights, Chubby Chec ker was forced to cut re-recordings of his hils like 'T he Twist," "Limbo

Rock," "Pony Time, " an d "Let's Twist Again. " One could speculate that Checker could have made ~

enough mon ey to survive by touring the oldies circuit and might have forgon e red oing his so ngs so that .8
see mingly eve ry budget label on earth could release them. But re- record them he did a nd almost eve ry "

Checker collection (with the exception uf the two un ABKCO from 1972 und :ZOOS) consists uf these

modern versions, K-Tel Grea tes t Hils from 2005 (which is a retitled reissue of 2002'S All-Time

Greatest Hits) has ten of these versions, includi ng 'The Twist," "Limbo Rock," "Pony Time," and "Let's

'I\,15t Again ," a nd IJS far as re-reeordings go, they aren't terrible, though Chec ker sounds stiff and the

musi cal backing is mo re polished than it is on other re- recordings. Bas ically you're wasting your lime

and money by picking this set, What you need are the original versions.
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Hock," "Pony 'Lime,'nd "~'s Twist Again." One could speculate that Checker could have lnade
enough money to survive by touring the oldies circuit and might have forgone redoing his songs so that g
seemingly every budget label on earth could release them. But ie-record them he did and almost et~ry
Quaker Lt/llection (wilh the exception ol'he two on ABKCO from f972 and zoo5) LTInsists Uf these
modern versions. K-Tel Greatest Hits from 2oo5 (which is a retitled reissue of 2oo2's All-Time
GIYEItest Hits) has ten of these versions, including 'The Twist," "Limbo Rock,™Pony Time," and "Let's

1Twist Again," and as far as re-recordings go, they aren't terrible, though Checker sounds stiff and the E
musical bacldng is more polished than it is on other re-recordings. Basically you'e wasting your time 3
and money by picldng this set. What you need are the original versions.
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Anyo ne interested in Chubby Checker might need a bit ofguidance because fra nkly, folks, this guy's

discogra phy is like a hall full of mirrors. If you want to hear the origi nal "Twist," lind th e pleasantly

smutty reco rding mad e by Hank Ballard & the M idnighters in 1958. Ifyou want to hear Checker's

class ic ea rly recordings (several of th em co ntai ning th e word "Twist" in the titl e), bear in mind that

they we re made for the Cameo and Pa rkway label s during the ea rly '60s. Ifyou want those o riginals

you needto look fur the words "Cameo" and "Parkway," If they are nul in evidence, it is likely tha t you

are up ogainst Chub's dreaded K-Tel reco rdings, which we re made d uring the ea rly '70S when he found

himself unable to access his own early catalog , as it had become prope rty ofAllen Klein 's ABKCO

Indust ries in 1968. A 1972 AHKCO/London LI' re issue of 16 Cameo- Park..way titles a ppea rs to have I E
exploited th e singer' s reputati on whi le denying him royalti es and forcin g him to record new renditions I ~
of his ea rly h its for K-Tel out of desperation. Th ere's something kind of counte rfeit about Chubby ~

Checker's K-Tel catalog, To put it bluntly, Checker was imitating him sel f, which is not su rprising scein

as his e ntire career \\US founded upon a fascina ting ab ility 10 mimic others, including Hank Ballard,

Fats Domino, Larry Darnell , Jackie \Vilson a nd Harry Belafonte. Soundi ng rather forced and slickly

produced, Chubby Checker's K-T~I record ings crop up everywhere like c rabg rass, midges or h ives.

Some budget labels shrewdly "forget" to revea l the K-TcI o rigin, causing confusion in a n already

disorde rly discog raphy. The K-TcI ca talog has been tru ndled out piecem eal with numbing regula rity:

Dominion drew upon it for Chubby Checker's Grcatcst Hils in 1<)87 and Chubby Checker's Dance Party

in 1991, the same yea r K-Tel reg urg i1ated a nothe r chunk of Greatest Hit.., followed hy yet a nothe r in

1993. K-Tel's 1995 Ultimate Collection delivered "16 All-TIme Classics" from tha t sa me hackn eyed

cata log, In 2001, just wh en the worl d see med utterly devoid of KvTel reissu es, th e folks a t Collectables

assembled an unprecedented 20 titles for The Very Best:of the K-Tel Recordings, including "Hey,

Bobba Needle" a nd "Let's IJo the Freddie." Unda unted by th is development, K-Tcl squeezed out

ano ther ten-track AlI-Time Greatest Hils in 2002 followed by an identical issue of the same in 200!) .

And it was in 2005 that ABKCO finally released Chubby Checker's Cameo- Parkway cata log on CD,

rende ring the entire K-Tel problem a moo t issue. If for some reason yuu rea lly wa nt the longest,

juiciest dips tic k of 011 K-Te l reissues, go with the Vcry Best on Collecta bles,
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Anyone interested in Chubby Checker might need a bit ofguidance becaune frankly, folks, this guy's
discography is like a hall full of mirrors. If you want to hear the original Twist," find the pleasantly
smutty recording made by Hank Bagard Ik the Midnightem in 195{L lf you want to hear Checker's O
c)assic early recordings (several of them containing the word r«est" in the title), bear in mind that
they were made for the Cameo and Parkway labels during the early '6os. Ifyou mant those originals lP
you need tu look Ior the wvfds "Cameo" snd "Park«tiy." If they are not in evidence, it is likely Uist you
are up against Chub's dreaded K-Tel recordings, which were made during the early '7os when he found
himself unable to access his own early catalog, as it hsd become property ofAllen Klein's ABKCO
Industries in 1968. A 1972 ABKCO/London LP reissue of i6 Cameo-Parkvvay titles appears to have E
exploited the singer's reputation «%De denytng him royalties snd forcing him to record new renditions, 3
of his early hits for K-Tel out of desperation. There's something kind of counterfeit about Chubby I
Checker's K-Tel catalog. To put it bluntly, Checker was imitating hiinself, which is not surprising seein)
as his entire caieer was founded upon a fascinating ability to mimic othem, inc)uding Hank BBDard,

Fats Domino, Larfy Darnell, Jackie Wilson and )hirry Belafonte. Sounding rather forced snd slickly
produi), Chubby Checker's K-Tel rex&rdings crop up ever)nvhere like crahgmss, midge or hives.
Some budget labels shrewdly "forget" to tcvxxil the K-Tcl origin, causing confusion in an already
disorderly discography. The K-Tel catalog hss been trund)cd out piecemeal «tth numbing regularity:
Dominion drew upon it for Chubby Chcckcr's Grcstcst Hits in 198y snd Chubby Chcckcr's Dance Party
in lggl, the same year K-Tel regurgitated another chunk of Greste«t Hite, fnDo«ed by yet another in

1993. K-Tel's 1995 Ultimate Collection de)ivenhd "16 AD-Time Qassics" from that same hackneyed
catalog. In 2ool, just when the «nor)d seemed utterly devoid of K-Tel reinsues, the folks at Collectables
assembled an unprecedented 2o titles for The Very Best of the K-Tel Recordings, including "Hey,
Bobba Needle" snd "Let's Do the Freddie." Undaunted by this development, K-Tel squeezed out
another ten-track AD-Time Great+% Hits in 2002 followed by an identical issue of the same in 2006.
Aixl it wss in 2006 that ABKCO IinaDy released Chubby Chedcer's Cameo-Parkway mtslog on CD,
rendering the entire K-Te) problem a moot issue. If for solne lesson you reaDy want the longest,
juiciest difntick of aD K-Tel reissues, go «{th the Very Best on CxiDectablcn.
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Ch rimpshne

8 Disbelief
Mick Cripps I T raci i Guns I P.C lewis I Kelt,. Nckels J S1eve Rille)'

HaDad of .layne
9 Mid< Cripps Traci i Guns ' PI1ilip Lewis ' K,",1y Nickels SIeve

Riley

6 SexActlo
Paul B1ac~ Traai Guns Phi p LewIS SIeve Riley

n Tear
7 Mid< Cripps I Tracii Guns I PI1ilip Lewis ' K"1y Nickels ' Steve

Riley

4 EJectrtc G sy
TraCl. Guns Philp LewIS

No Mercy
5 Nick Ale xander I Paul Black ' MK::k Cripps Traeii Guns f Phlip

Lew;,;

10 TIme
Mid< Cnpps iTracil Guns P.C. Lew;" I<eIIyNickels ' SIeve Riley

Cleopatra's LA. Guns compilation Greates t Hits and Black Beauties is really not a hits collecti on at all,

but rather re-reeordings of some of the band's best-known songs, There are a few newly written songs

and remixes tossed in to entice collectors and completest, but the bottom line is that the consumer is ~

not supposed to realize that these are not the original recordings, as the packaging makes no reference .&
to that fact; what's more , some of the re-reeordings find vocalist Phil Lewis straining to hit higher

notes, sometimes even altering the melodies to compensate for his diminished \'UC81 range, Unless

you're a completest, avoid this one; the Hollywood A Go Go best -of is the only real L.A. Guns greatest-

hits set out there.
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~ 12 3 Minute Atomic E LA. Guns

13
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14
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Cleopatra's LA. Guns compilation Greatest Hits and Black Beauties is really not a hits collection at all,
but rather re-recordings ofsome of the band's best-known songs. Them are a fcw nnviy written songs
and remixes tossed in to entice collectors and completest, but the bottom line is that the consumer is
not supposed to realize that these are not the original recordings, as the packaging makes no reference '

to that fact; what's mole, some of the re-recordings find ~ymllist Phil Lewis straining to hit higher
notes, sometimes ev en ai lering the melodies to compensate for his diminished voLdi range. Unless
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Sex Action
paul Black r Tmcii Guns . phap Lawn sawn Racy

RIP and Tear
Mick Crippa Tracx Guns r Phitp Lewis r Kelly Nickala Steve
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Dtsbetlel
Mick Grippe Track Guns P.C Lewis Kelly Nckals r Reve Riley

Ballad ol Jayne
Mick Crbrpa Tracii Guns PhiTip Lewis i Kelly Nickels Slwa
Riley

10
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I&'t'clcomc To Gramm rcpt R'cords. I'lcas cclcct A G nr B lou To Brou Our Music Catalot,.

t l()silk-,'14Lt '1;8 JA)//, (..'1. Xss&st(..'hip'','i&, ()RLl),, .'&I'tR11 1 IAl:r ('()4 1'.-'&t( lq

Grammercy Jazz

a 'i At i -- lh N 1&th 19 0" R H Ri I S n&& 1'lh
ZZ & 1 1111 (.&RDER

ibis &&lb&un 'u&1&in' ot tlvb..t Ri uu:a&J s aught& ng I; in th I')2u. m ah autit'oils d&gitalis

'n&ait '&''d
. t &t . Runnin &l&e 'anunut froir th ln& it I(cd Iiot 2 r// I and . to I )p to tl&e griatc t par& esors ot'claiiii '2&)i

S ouelts s&m i this album u dl d light anJ e &ter&a&n.' iatunn such r&n&m&nod art&iui ai II&'Iin Is,u&e. hs u&g &saroni&n& b;

11&i C&uun&angers. I ddii Cantor. Jimmii iioone's %pe«Cltib ()relvstra. Clitl'I duardi. (nnitti Ilaniha&&. Jan (&iu'ber &t I lis (&ret&e 'tra, iu&d

n&an& othir Iegende &I'hi Ih&aring 1'&&cuties, thii eompil nion is iuri to hi gri itli injcscd bi ani I;m & I the m«iie .il'&he J &// .&&ge

M ZZM zzr w i n Bech -Li&,.A V i» Y rkT vnH ll 194 (.&RDI R

Sli// 11 '//rou is on 'l 1 &7/ n&uiie i n&oit u&1'I 'u&g «har &i'1 'is.;u&d '&'iai fesponslbi&'i&f punu&g togith 'r
inane ol'thi fpiatiit iiisio:&. in ta// hi&a&n. 'n&ii eence&t. ree& rded .Ian&nues I &t I ski. n.&i put on to eelibra!i the relia.i
ol'hii autobiographs. 'Ri &11" Ihe nines'. &u&d to hilp n&ih th'bsti« ties Stc//rou euliitid mani ot'thi griatiit
&.iriieon; ot'raditional Js// thi u &rIJ h &i etir Ia&oun. Slo t not&&bl& Sidnii 13iehct aide&i th» &erlbnn m i nith hiiI I

eh&r&&eteris&iealls &u»a/ing sopr&no san «orL and Slu's Spam r hliu his omit rsi gooJ as anione i&iuldirir bi ispiitid to'..&Iso

fl aturid are thi iegendar& 5&unius priii tiihling tbe Iuo»ei. hs&g tin&a a'iioe&ati SanJi'& illi.m&,«m tr.&mboni. &hi incomparable I( ellman
13r u&J &m b&uis. and thi uidile intluent&&&l 13abi DodJs Imiihing»tf the band on d&un&s. In ad lit ion to thi ma&n b md Stir// » as:oinid hi long
timi I'rien&di (and recording;&rti«ts on Sie///s &run Iiing tan/& Iabil'& Coot (&rant and lii J 6'ilson nho priiint a orna plah ful & erato» of thiir
o&in &ong &'ou C.u&'I 1)o n&at Ti 11e

.&&1&hougl& not i)f th 'igh'it .nidio l&J'lit&&. &hc&c r &rc record&ngi otl 'r a griot insight inu& thc s e» 'i ori& i'ini &&I tl'ii tin&i So iit b& 'i and

et&joa thii rari glunpsi into thi pait. && i h th si taza pion 'it'i pra 'lieu&g tlvir eiait ai o&&IS ih '1 could

ORDI.'R

«ollictio».

'n&ii ren».rhahle i,&lo piano session u.ii riiorded bs Itiuei thc same d,&S .&i h:i legend.&n eon&ebaeh ionisert
at th I &ttl 'n&eat&i in S u '&'orh 11.&"ih tth. I et 4. It «.&i hi. Iir I iolo rii'oi'Ju'&g i &sion since 1 pili. but Ihnii »as
uon&cdiitcli light at 11on&e. It i .i n&i'&notable e\&unlili')t I la&ci pl && ing ion&i ii u&JJ&di, && tin ot hii ou'n eoo&poi&tioni.

andi,ith JI ol thin»,t„i &g,u& es&tuisitejob 11&is all ui» i, tu/ I i'»o rat
&ts Iv,t &u&J i, a &pe u add&ton to an, I ul ilia

i n 'B h -F'rin& Li n IH ln n ORDER

'n&'ls &&II'&un& li atu&us rari'i'\ I&'i»&&u&i &s of .Iaa'/ I igind Sidneh Ikeheh u&th sp ud &I geist;uaist I i&»&el

I h&n pton «n &&'J&ei

ORDI;R

as&
O. 'n&ii;&Ibum fe;&tare& 'll&& I'..&rl Ilinei .111 St.&- Sistit pirtonning liu .&t &he I'amid (.'Iub Ilangorir in S»
u
4 /& I'r uviiio cali('on&i t in I u 7. n&iii iongs are. ! ihi all reunioni ofja// itari. riuniniiii'nt. &&meliii..md eomt'ortable, lhe
a' I& nii ari I m&in ir. e&inthing that neid. pro&'ing I&ai alriads lvin prusid. and llini" ii among ltiendi. Slug i& spu&ier

pins& '&'ua&&'&..Iu»n&u (fel& '& iron&l&o ie. 1)il &all II n& &rd el &r n'i. I'ops I o&tir b iii. &uul I arl '6'att n» dnun '11&c eniemhli
ar&»md llmii &nil&slis,& touch ol Ne&& I &rle&s&s. hl &ch:u&&I o hiti..md a geniroui helping et t 'lue:u & in thi hesd:&2 ot tlmei It » impoi.&b«

to tinJ Itinei in a mori natur&l in& ir &nu&ent. iu&d in th» i tting II&nii ihinei.
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I I I I L I I I t«M
i -R f 77. s /

1SI M II IXI'RDER
11&is album tbaturcs 19 pioneering cs unplc& of carl& Jazz seat X'ocal& in a hcautil'ull) digitall) r&un«stcrcd
st»t . Co& ering songs from 19 7 through 19Jg tt gic s the list '&lc«' gl''at 0& else&&n'«)f th'a olutiolt of goat singing lrom
its illlallcc. I caturi&lg pclfonnances Irmn st&eh le&genda&s perlontters as I&ouis .&&r&nitrong. C«b Callo«au. I &ul llillcs.
. &u&d) k irk. 1)ul e I'llmgton. 13cnnie kloten. &uul n&an) others thi& albo&11 &s sut'e to l&e c« to) ed by atty th&1 ot sic«l singing.

r ~ H lm iml Vih r n- r in'RDER
Vocals - .tnltlll&,'itllc&~poon, ()rgall - (irooce I lolnlcs. I cnor hasopllonc - I eddy I du ards. 1)n&ills-
I:rank llutlcr. Ik»s - .Iann&) llond. (Iuit&u - I lcflnalt klitchcll. I'i&mo - Paul klocr.

ORDER

Tromltonc - Joe (&uticrrcz.!oc I&err«l. S& gc) mour (ioldling 'r lllass Trombo»c). 1runtpets - Jolm I'allstich.
ll. I'«key Carricre. tr& gid I&cllcr..alto gas - .h&c Ircrdinado..&&lto has b& Clarinet - 1)mm) I'olo. 1'enor Has - Ton)
.&uttonclli k .krt kloore. Ih&ritone gas - .%n 13eck. Piano - I.an&est llughcs. Ilass -.&&rttold I'ishkind. 1)rums - I'aul (.'ollins.

sszz&&

&&«&

s«&elelr

C,

ntss '&lbu&11 co&&I&a&la « selccttotl ol &ccordtng&s &11;&d&') 1)&zzy (Itllcsplc &II I &uls lll 1952;&lld 1953.

ORDER

Dnn Brh;r-Th F I Bn'0nnvBrkr ORDER

'ntis album I'eatures Ie& coda&) !azz session &nusician l)anne 13arker making hts «av through I I 'I'rad&ti&&&t«l

.Iazz numbers. One ol oni) t«o golo albums ever recorded by 1)anny. it i» sure to bc enjo) ed b) an) I;ut ol'1'n&ditional
Xc«()rle:uts J&tzz. 13anjo - I)ann) 13arkcr. Clarinet - Joseph klunutyi. I'iano - 1)&m I:rye. Ihtss - Wellman 13raud. 1)rum&-
Kaltcr Johnson

e ~ Ass ~ a
s ~ ss ~ Ttas ORDER

AII Track» Kitl& t. ni&kntilied la&tea Personnel K&&'ere Recorded llcttreen .hugest 19th. 193') b'& .hme 11th.
1901 I'cr&onnel Inch«led ('l»nnel - 13&'nn) (too&lman (iu&t;&r - ('ltarhe ('host&;&n. L &bcs - I ioncl l lamp&on. I'ia&u& - I:tether
1lendcrson b'; Johnn) (iuantieti. 1n&m pet - Cootie 3&& illiams. 1'cnor Has - (ieorgic .&&uld. 13ass - .&&rtic 13ernstein. I)ru&ns-
Xick I:atool. lian) .lager. b; 1)ate Tough.

4&a«&
I I ORDER

&r z'RDER
'11&is album lbaturcs 10 s«ingin'r u:ks by l)ukc I:llington I&& ilia ()rchcstra.

B illi H li & - R r P rf rm n s ORDER
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ORDER

ORDER

ORDER

ori

ORDER

1 Ioi.d

ORDER

tho
om prot idoi an

/ g aasaa
An rePr vin- Th E rl.r'-
'I'hi~ album I'natura~ Iogotldart I taltist ouldro Pforllt carly tll hii oaroor..tltltough still young. hii shilla ai a

pl itot'its oloarh Joltlonstr nod ott tllta ttlhuflt as Ilo nlaho iltl nay throttgit .Ittz/ I talto staltdardi auolt 'Li . tin 1

'.tli h Iun in'. ll n i uoi I R ~ . a»rt tlt r . II;t. - I. t ~l X'innogar. I)rutn. - gh III Xlatuto.

ORDER

Mildre l3 il '- All f %1
'T

'Ihti album toaturos I; undated tooahat Xitldrod lk»loi port«rmm mateo ot tho bt ~ oit .laze ctandatda ot all

ttmo inotudutg ".Yll ()I'Xlo" attd ~) othori.

ORDER

atte 4EvlaiNIBe
uo mamas ORDER

11tii altnntl to ltllros logottdaIA Iltutttlo1 plagal')oo .io'i orinioll alld a11 III hl u Ikolrt (I) tello hiltoal(lo.
.'tiuttdoll I one. 1'rig or odport. and (Iui Johnson) por1bnning a iotdoa ot'ionga ui h a gouthom 'I'htnno with a tars tuiit.
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Pf~ Zrf)J rara .

1)iiu)i'0 Ref i fhai'di u fis 11)e I Ir«I Iiunipean Ja// nu«f OI U) to in tl uence musicifms 1«i k in the \ 'ni toJ states.
I le '1'i as born lan 23. 1)10 in 13cfgiuin. and gree up in a (lips) cu1)p I)e'Ir I Iiris. Ilia (i) ps)'pbringingr uas heif)'if)

Innucntiiil on his phi)lng stl'Ic. )) hich U i)« )'er)'uliffuc li)J grouf)Jbrcaking. 'Il)rougfir)ut hfs hite hc UIIs const'0111)

breaking»cii ground. atua)s ahead of thc paik. In addition lo hfs huge p«-KKII »)llucncc on .I I/r gmtar Ifc ii as oiic of

thc liist musicians to ilcrclop 13i)p Ja// I'his alhuin fc iturcs recordi»gs tliai Ucrc niaifc in 1947uiflf thc ref'onned Quifitcffc ()I"Ihe Ifot

Cfuh ()I'I)rance 1)n these rccordmgs l)tango is pfa) ingunh a mi)re traditioiril banJ. Ics opposed tii the all string roup hc urus pfa) ing uith
hei'ore K'Kf I. I'he diflbrcncc in ulstf'un)el)la lounit on this rei«)NI gi'1 es 'I J f1 fcicnt feet IC the nuisic. IllthoUrrh It fs still ill«1uletf) I)tin)'i.

OIIER

'nle 1 I ills I Ill)If)cia c'Ifccr hiis 1)ccn &)I)e of thc longest In Ihc hi«for) ol'popular music. 'Il)e) 1)ad Iici'nine a

si«cessl'ul lice fulif I'dio act hi the fate 20«. scr)red their I'n«t hit in I')) I. and ii ere still iictii el) pert olluiflg )) fth ) ol ilia/
4 original brothers into the I ')!IO«. 'Ilii« album I eaturcs 11)c 1 1 ills I froth cI s U it 8 .li)hn. ir. perfoil)'ling n)fu1!'l then hc«I

siings Inch)(hnu ihi'n I ns ) iiu II)) Ifi s I lurt nic ()f)i.' i)U I l)i 0 rki ( ilou Kofla;is u cfl ifs iheii'uniI/uig fcrlihifrin I'l Ihc

i ffirsf 'l(. eau)if fn')n.

h rli l3 me - The '
l3 f h rliel3 rn t ORDER

a~sr«FI

()n this disc album. Cfiarlie Ihimet is at his best niese recordings feature some of'Ihe most ni)ted studio
PcldoIln)UICes ilf his biggest hf1«. (haI'Iic lhu)101 uils I)oinilni)01 2(i. I )I I. Ui Xci) I i)1k. X ) i)UJ ihcif ilu Refit. 4. 19')I.

ui .ifui 1)forgo. C 3 Ih nlauf ui«IIUnicni uas thc Icf)of Sax fulif hi& plfiiuig 'ii Is }'fiefitli uiniicnccJ hi Ci')loni'UI II I))kff)s.

I le also pla) ed .3lto gas and his s1) I «as based on tl)UI ot .Iirhnni Ilodgcs. ('I)arlfc Ifamctt ii Is also. along& i)ith the great
gidnc) 13cchet. One of the Ieii of tliat pcnod (the )0 s;md 41) «I to plac the Soprano gas. Charl« lhintet Uas horn mti! a ueaftlu famih and.
althiiu Jf his f) u'cn1 « fifa)lbITcil Ih 11 he hcci!Ule II 1)fui OIT 1'1 is fi pl'ols «sic)f1 il uuisicf III hi 'Ihc '1}rc &)f sfhlecff.. VITITIngi in s ini York in 19)2. hc

1)egin) recof'dulg IU' hiu)die)filer 11 ve'Tr Ifitcfi Ilia tf))') rei'orduig iil Cher))kee )) as fi hfg hit iu)d lic heciu)ie (IUIIU I unoUs III« cffreer u is 111 Its

apcs I'rom I ) Ju) 19 19..) t ter dish mding I is regular group in 1949. ii hich included a i&re it 1 rumpet section consisting ol' la)nard I erguson.
1)oc!iciininscn. Rai Ket/cl. Imd 1&011' ricson. Charlie 13amct cimtinucd to tour iiccasionafli.

r - X n ORDER

Iop 01 his g;U110.

I'eI 0/ I Iaido ii'is Illa n)0«1 unportiu)1 tlpure U1 tfie I.aiui d,ulcc cfa/0 of life 1950«. Ife is kf)oun f)s the Isff)a
of'the 111)fnbi). and I'or goiiJ reason. I le is best knoiin lbr Ihe son» "11;ffubo ) 0, 5", "patricia". anJ "Chcrr) I'fnl, and

lppfe I tlossim) Khite",;111 of uhich are included on this album. Itis legend;fr! «tagc presence uas second to 1«ine;md his
lier) persona can'ic&1 oii'I Io his studio recordings. ()Ih I hot I atin dance tracks 1'0;ftffrcd on this alt«in) shou him .it thc

1 nnk1ill r-Th % r Y r ORDER

YJ.P~
'nus iilbifni I'0;uuf es rfac K'orld K;U I I ficrl'r)in).u)ccs Iii ()lcm) Sfillci

FQI ~ WFII ~ r F t 3)V lier - R ri i ORDER

nus UUIifue collection u as compfleif I'rom hfi«1 to find 7," II I'11 recirrds. ) -discs.:Il)J I 'Ifc lire
pcrfoil)IUI)ccs. «0010 of )Ihich hiiic iieccr been issueJ Iin con)pi«'I disc UUIil non. )r nui«1 Ifaic Ii)f'uis colfci'Ior

ORDER

'nus 'ilbum ftcatuifcs 13ig 13;inJ I.egcnil Jimmie I,uncelhrd making his u ai If«ouch 10 cf,i«sic ioi mg
nun)1)cia. u fib vo "ds h) I)'ui (iffss&)fn.
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Creor e Ctershvvtn Piano Rolls

Roll record
have for any Ihn ol'(iw'Itvv in's music!

N-hS.. Art Blakev - Art Blakev 8; T

On this album virtuoso Jazz drununcr;%tt I

/» ~ llllllulc lolls fcltdltion ol'thc sollg Ncn RV&

diversity..k tru!) rnnarkab!c .Iarz album!

Ja esse e ~

~~g Jo Jones - Jo Jones FeaturinLr a rt, S eets
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Before the

COPYRIGIIT ROYALTY BOARD

In the Matter of

ADJUSTMENT OF RATES AND TERMS FOR
PREEXISTING SUBSCRIPTION SERVICES,
AND
SATELLITE DIGITAL AUDIO RADIO SERVICES

)
)

Docket No 2006-1 CRB DSTRA

)
)
)

)
)
)

TESTIMONY OF DAVID . DKL BECCARO

My name is David J. Del Beccaro and I am the President and CEO of Music Choice. I

have overseen all aspects of Music Choice since the company's inception in 1987. I submit this

testimony in connection with the above-captioned proceeding, in which the Copyright Royalty

Board ("CRB") will adjust the rates for the statutory license used by Music Choice for the public

performance of sound recordings as a pre-existing subscription service pursuant to 17 U.S.C.

$ 114(f)(1).

My Background

I helped corrunercialize Music Choice (formerly named Digital Cable Radio Associates)

beginning in 1987, when I served as Vice President, Business Development for Jerrold

Communications ("Jerrold"), a division of General Instrument Corporation ("GI"). After

approximately 4 years of product development and market testing wi thin Jerrold, I helped secure

financing for the digital music service concept through a partnership of major cable and music

companies, beginmng in 1991 when the company launched as a stand-alone entity. Between

1991 and 2000, a number of major companies became investors in the venture through various
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predecessors and affiliates. Those companies are now: Corncast Corporation'; Cox

Communications, Inc.; EMI Mu. ic, Inc.:, Motorola, Inc.; Microsoft Corporation; Sony

Corporation of America, and Time Warner Inc. In my capacity as President and CEO of Music

Choice over the past 15 years, I have de vised, implemented and overseen various changes in the

company's services and technologies, as the. company has had to adapt to an increasingly

difficult and competitive market for music delivery, In this time, I have become intimately

familiar with various .facets of the music industry, including the production and promotion of

sound recordings, artist promotion, and the many forms of brohdc6sti6g ahd iinusic delivery. I

have been quoted in The New York Times, Associated Press, Reuters,, MultiChannel News and

Billboard, among other national publication.'n various topics related to music and technology.

A list of my recent speaking engagerneniIs on these topics is submitted as Exhibit MC 1.

Prior to holding my current position, I served as the Vice President of New Business

Development at Jerro]d, as noted above. Before joining JeITolijl, I held v&ou's marketing and

financial positions at t31 and Ford Motor Company. I have B.S. and M S. degree. in Industrial

Engineering from Stanford University arid a B.A. in Management Engineering from Claremont

McKenna College.

I am familiar with the operations of Music Choice and with its ~relationships with

copyright owners and their representatives, including the Arnericari Society of Composers,

Authors and Publishers, ("ASCAP"), Broadcast Music, Inc, ("BMI"), SESAC, Inc. ("'SE! AC"),

the Recording Industry Association of America ("RIAA"), SoundExchange and other licensing

entities. As part of my re. ponsibiilities a.'President and CEO of Music Choice, I a]so keep

myself generally apprised of the copyright costs faced by similar businesses in the Uriited States

and other countries. The following testimony is based upon my personal knowledge and
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information available to me in the course of performing my duties as President and CEO of

Music Choice.

The Music Choice Service

Music Choice's residential service that is the subject of this proceeding is a music service

comprised of 53 channels of diverse audio programming. Each channel provides a distinct

musical genre or sub-genre to the listener. Our service is delivered to customers primarily by

cable operators as part of a package of offerings to customers in the home (e,g., the Music

Choice service is included by cable operators as part of their digital basic cable service to their

customers). Most customers receive between 47 and 52 of our channels through our residential

service. Our programming currently reaches over 31 million residential customers across the

United States.

Music Choice provides services to residential customers under the statutory license for

the public performance of sound recordings by a "pre-existing subscription service"'"PES"'), as

that term is defined in Section '1 14(j)(11) of the Copyright Act. We fully comply with the sound

recording performance complement, as required by the statutory license, Accordingly, we do not

play more than three different selections of sound recordings from any one phonorecord within a

three hour period on any of our channels. We do not consecutively play more than four sound

recordings by the same artist or from a compilation set of phonorecords within a three hour

period on any of our channels. We do not pre-announce our play list. We make regular reports

of our programming, and regularly remit the required license fees to SoundExchange. Since the

statutory license was enacted in 1995, Music Choice has paid the record labels

in royalties.
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Summary

As a PES, the IiVIusic Choice residential audio service is 'subtect'to a'. special standard

under Sections 114(f)(1) and 801(b)(1) of the Copyright Act. This standard was designed to

protect the business expectancies of services that were making digital performances of sound

recordings prior to 1995, when the limited digital performance right for soimd recordings first

came into existence, and 1998, when the rate standards for certain statutory licenses were

modified for other services. Consequently, PBS status was granted only to three companies

doing business at the time". Music Choice, DMX and, Muzak. Unlike most othe'r statutory

licenses for the sound recording digital performance right, the PES license standard provides for

a "reasonable royalty" that. is set ats a below-mar]eet rate. According to the statute, the reasonable

royalty rate is set based upon evaluation of the following policy objectives:

(A) To rnaximizc the availability of creatIive works to the public.

{8) To afford the copyright owner a fair returIn feIr hit or her~

creative: work and the copyright user a fair incorde ur&der'xi'sting
econorriic conditions.

(C) To reflect the relative roles of the copyright owner and the
copyright user with respect to relative creative contribution,
technological contribution, capital investment, cust, risk,~ and
contribution to the opening of new markets for creative expression
and media for their communication.

(D) To minimize any disruptive impact on the structure of the
industries involved and on genera]ly prevailing industry practices.

17 U.S.C. ti 801(b)(1).

During the first rate-setting proceeding for pre-existing subscription services, commenced

in 1996, the Copyright Arbitration Royalty Panel ("CARP") initially set'he royalty rate at 5

percent of gross domestic revenue from the licensed:residentiial service. On'ppeal, in 1998, the

Librarian of Congress adjusted the rate to 6 5 percent:. That original royalty rate has not been
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reevaluated through the CARP (now the CRB) process since that time. The first time the rate

was subject to adjustment, Music Choice settled with SoundExchange solely to avoid the

prohibitive costs associated with the CARP process. This time, settlement was not possible, as

SoundExchange refused even to propose a negotiated settlement rate.

Music Choice proposes a sound recording performance license rate for our preexisting

subscription service of 2.6 percent of service revenues. The original 6.5 percent rate was the

product not only of a full CARP but also two levels of appeal. While the standard and method

for setting the rate by the Librarian of Congress in that proceeding was upheld by the District of

Columbia Circuit and remains applicable to this proceeding, the Librarian specifically noted that

changed factual circumstances considered by that standard might justify adjusting the rate in

future proceedings. Ten years later, every relevant change in circumstance indicates that the

royalty rate should be lowered.

First, the Librarian correctly used the sum of the services'icense rates for the digital

performance of the underlying musical compositions paid to ASCAP, BMI and SESAC to

establish the highest possible marketplace benchmark rate for the equivalent digital sound

recording performance license. The Librarian relied upon the CARP's estimate of N percent of

revenues as the sum of the composition performance licenses. That figure was estimated

because certain of the licenses were in a period of negotiation and had not been fmally set. As it

turned out, the CARP's estimate was too high. In fact, the sum of Music Choice's current

license fees paid to ASCAP, BMI and SESAC is of the

estimate upon which the original rate was based. This change in circumstance alone warrants a

significant reduction in the sound recording performance rate.
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Next, the Librarian considered the various evidence relevant to the mandated policy

objectives contained in the statute, including our licenses with Warner, Sony and HMI, and used

those considerations to set the reasonable royalty rate at 6.5 petcerlt, 6f the aggregate

musical composition rate. Changes in circumstances during the interveniiig ten years, however',

have only strengthened Music Choice's case under each of 'the'policy factors. Consequently, the

rate should be adjusted to less than~ of the composition performance benchmark.

Ten years later, the evidence of the benefits to the record labels from the Music Choice

service is even stronger than it was at the time of the originhl CARP. Outl sedvic6 drives recbrd

sales, particularly in genres were the labels most need the help. The record labels themselves

have repeatedly acknowledged these key facts. Moreover, it is~no+ clhsr thatI Music'Ch6ice

promotes artists who are not promoted by terrestrial radio and are therefore at the greatest risk of

losing their recording contracts. Qur promotion of these artists therefore leads to the creation of

more music.

Music Choice continues to invest in technology and~improvements to the Music Choice

service, particularly in improvements like on-screen display of promotional gitaphlics'and'nformation

about the sound recording, which have inori!aseld the pio&otidnal~ valise af our

service to the record labels. Since the first CARP it has bec'os increasingly Clea'r that Musi'c

Choice provides numerous acknowledged benefits, at no additional~ risk, to th6 record labels and

artists.

At the same time, Music Choice's residential business has not been stable or profitable on

a cumulative basis, and shows no prospect for significant additional growth. While the business

has grown since 1996 in terms of overall revenue and subscribers and has finally generated a

modest profit on an annual basis, the business is still basically flat. Fifteen years after launch,
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the residential service is a mature business, with no new expectation or avenue for growth.

Various market forces have driven the average fee per customer paid to Music Choice down

from at the time of the first CARP to today. Of the three original pre-

existing subscription services, Music Choice is the only significant service left. DMX declared

bankruptcy and sold oN its assets last year. Muzak*s revenues from its residential service are

apparently so inconsequential that it is not actively participating in this proceeding. Indeed,

Muzak is only carried on the same single residential outlet — Echostar/DISH CD — as it was in

1996. Consolidation in the cable industry has increased the leverage of our cable affiliates in

contract negotiations. At the same time, we are subject to increasing competition from much

larger companies like XM, Sirius, and MTV, which further reduces our negotiating leverage.

Our attempts over the years to increase our profitability through advertising revenue and

other initiatives have failed. To maintain its viability as a business, Music Choice has been

developing an on-demand music video service for our cable affiliates, which is not covered by

the statutory license and presents its own challenges. After 15 years as a stand-alone company,

Music Choice is still not profitable on a cumulative basis and still has not returned the initial

capital investment of its investors. Music Choice has been burdened with the existing rate, and if

that rate is left in place, Music Choice may never be able to return our investors'apital.

Finally, it is clear that reducing the royalty rate will minimize the disruptive ixnpact on

the industries involved. Music Choice is still a very small company, both in size and in

revenues. As indicated above, lowering the royalty rate will help Music Choice withstand the

various market pressures it is experiencing. Any resulting reduction in revenues to the record

labels (which would still provide more revenue than if Music Choice were forced to discontinue

its service), would represent a tiny fraction of the labels'verall revenues and would not even be
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felt by that industry. Notably, the record labels do not incur any additional costs in connection

with the Music Choice service. Every penny paid to them iS pure profit, gr.nerated at significant

cost and risk to Music Choice.

After consideration of the marketplace benchmark provided by~Mu'sic Choice's musical

composition performance licenses, the sound recording performance licenses between Music

Choice and three of the major record labels, and the statutory policy objectives, the sound

recording performance license rate for Music Choice should be, reduced to 2.6 percen't. Because

the ephemeral copies made by Music Choice have no independent economic value and recent

agreements covering the epheineral right have folded the. ephemeral copy license into the

performance fee, the Section 112 ephemeral license should be included. within the 2.6 percent

royalty rate. If any additional value is ascribed to the ephenieral license, that value should be set

no higher than 4 percent of the. performance license rate.

I. Marketplace Benchmarks For The.Digital Performance Right

For the first several years of Music Choice*s existence, there was no performance right

for sound recordings. Ikstiorically this was due to the judgment of Congress that the public

performance of sound recordings served to promote record sales. This judgment makes sense,

because customers usually buy recordings that they like. They usually do not know whether they

like a recording until they hear it. Nonetheless, the record label. repeatedly lobbied Congress to

create a public performance right f'r sound recordings, without success~.

In 1995, amid the rising popularity of the Internet and other new digital modes of

delivering data and music performances, the record labels persuaded Congress that certain digital

performances had a unique potential to displace record sales„ In particular, the labels argued that

. performances made in a digital medium were more likely to displace record sales than analog
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performances (such as those on terrestrial radio), warranting the creation of a narrow

performance right for the digital performance of sound recordings.

Nonetheless, in recognition that Music Choice and other PHS operators had invested

significant capital in building businesses with the expectation that there would be no

performance royalty due for sound recordings, Congress created a statutory license. Rather than

institute a market-based, wilhng buyer / willing seller standard to set the rate for that license, a

lower-than-market rate was instituted, as I discussed above.

A. Music Choice's Licenses With Record Labels

In 1993 and 1994, prior to the creation of the digital performance right, certain of the

major record labels, namely%amer Music Group, Sony Music and HMI Music, invested in

Music Choice. In connection with that investment, and for the purpose of establishing that there

was a recognized value to the performance of sound recordings, the record labels insisted that

Music Choice agree to pay those labels a license fee for performing their sound recordings. The

royalty rate was g percent of revenue, adjusted for the percentage of each record company's

music played on the Music Choice service so that g percent would cover the entire record

industry. Copies of these licenses are submitted as Exhibits MC 2- MC 4. Although these

royalty payments were agreed to before there was an independent obligation to pay for the

performance of sound recordings, I believe based upon my experience negotiating these deals

that the g percent rate (allocated among the whole record industry) represented the value the

record labels hoped to place on the sound recording performance right.

B. Music Choice's Composition Performance Licenses

The Librarian set the highest possible marketplace benchmark rate as the sum of all three

blanket licenses from ASCAP, BMI and SESAC for the performance of the musica)

compositions. Although those licenses covered a different (but related) copyrighted work, the
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underlying musical composition performed m the sound recordhg,.the Librarian used.the,

composition performance licenses as the benchmark beaaush they cbvered 'the exact same service

and extrinsic evidence indicated that the marketplace value for the composition right was

equivalent to or greater than the value of the sound recording right in analogous scenarios.

Based upon my knowledge and experience in the music industry, axed rhy research 'and

inquiries into the licensing practices of other copyright users, I Still believe'that where'both the

sound recording right and composition right are licensed, the fee for those licenses is equal or the

composition right is slightly higher. Iu the first CARP proc4di4g, h4ukic Choice lntr6duded 5

study conducted on behalf of Music Choice Europe ("MCE'i), ati ainliated 'corkpaity at that time,'hich
provides a very similar service to ours in Europe. The study was conducted for the

purpose of allowing MCE to negotiate its performance licenses in Europe, where there already

was a sound recording performance right. A copy of that study is subomtted as'Exhibit MC 5.

That study shows that the average royalty paid for the sound~ recording performance right is

equal to or less than the royalty paid for the composition perforrtian0e right!

In 2002, as we were preparing for the CARP proceeding 'that ultimately settled, we again

contacted MCE and to our understanding the respective rates actually being paid across Europe

by MCE for the sound recording performance right were roughly equal to the royalty rates: paid

for the composition right. In the United Kingdom, the performance license rates charged to

terrestrial radio for musical compositions and sound recordirigs are administered by The

Performing Rights Society ("PRS") and Phonographic Perfofrnahce Lin1ited ("PPL"), 'espectively.Thc websites for PRS and PPL indicate that the current license rate for the musical

composition performance are slightly higher than the rate for the sound recording performance.

A printout of those rates from the PRS and PPL websites is submitted as Exhibit MC 6.
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I do not believe that these facts about licensing in Europe necessarily determine what the

specific market rate in the United States would be for the sound recording right. These facts do,

however, demonstrate that when both rights are licensed for the same performance, the value

attributed to the performance of the sound recordings, relative to the, value attributed to the

performance of the underlying musical compositions, is equal or less.

I am also aware that in the first CARP proceeding to determine the statutory license rates

for webcasters and in the currently-pending CRB proceeding to adjust those rates, various

testimony and evidence was introduced supporting the fact that, when licensed for the same

product or service, the sound performance right. is valued no higher than the composition right.

That prior testimony is submitted by Music Choice as part of its direct case. The equivalence of

the sound recording and musical composition performance rates is further supported by the

testimony of George Strong, submitted by Music Choice, as part of its direct case,

Because there have not been any other comparable marketplace licenses negotiated since

the first PES CARP, the musical composition blanket licenses paid to ASCAP, BMI and SESAC

remain the best benchmark of the highest possible marketplace rate. The relevance of the

composition licenses was previously determined by the Librarian of Congress and affirmed by

the District of Columbia Circuit. However, the Librarian had to rely upon the CARP's estimate

of that aggregate rate because Music Choice had interim licenses with ASCAP and BMI at the

time. Those rates were not final, and were therefore subject to change. The Librarian used the

CARP's estimate of the aggregate musical composition performance license fees, g percent of

gross revenue, as the highest point in the benchmark range of possible reasonable rates. The

actual rates now paid by Music Choice to ASCAP, BMI and SESAC, however, are much lower

than the estimate used by the Librarian. Music Choice pays to ASCAP and
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BMI, and pays )o &ESlcl

Copies ofMusic Choice's current licenses with these performing rights organizations are

submitted as Exhibits MC 7- 9. Consequently,

, our effective alIgreIgati ratle frIr tbIe public

performance ofmusical compositions is actually percent! Q percent should there!fore

be the highest point in the range ofpossible benchmark rates.

C. There Have Been No Other Comparable Benchmarks

Since the implementation of the statutory royalty, thiere have ndt bben hny negotiated

licenses covering the sound recording digital perfonnance right'or'a service comparable to

Music Choice. Consequently, the composition performance rate arid the negotiated licenses

between Music Choice and the three major record labels remairi the only viable benchmarks.

SoundExchange may argue that the settlement rate agreed to by Music Choice in 2003 or the

statutory rate set for webcasters provide possible benchmarks, but they do not.

1. The 2003 settlement is not a valid benchmark

In January 2003, rather than proceed with another expensive CARP proceeding, which

would easily have cost Music Choice millions of dollars, Music'hoice agreed to increase the

6.5 percent rate to 7 percent for 2002-2003 and 7.25 percent for'2004 through 2007. This

increase was.in no way indicative ofany of the statutory policy objectives relevant to this

proceeding, nor was it a true marketplace transaction. Although it was:already clear that the .

original royalty rate was set too high, Music Choice could simply not, from a business

perspective, justify the expense in money and staff resources of another proceeding sa soon after

the conclusion of the appeal process of the first proceeding.
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In

addition to the costs noted above, these proceedings consume an enormous amount of my and

my staff's time. A small company such as ours cannot afford to undertake these expensive

proceedings with each copyright holder each time a renewal or rate adjustment is required.

2. The subscription webcaster rate is not a valid benchmark

Pursuant to another settlement under threat of immense litigation expense, subscription

webcasters and other new subscription services settled on a royalty structure with three options

for calculating the fee. A copy of the notice published in the Federal Register, announcing the

rate set by the settlement, is submitted as Exhibit MC 10, The first two options were a per-

performance option and an aggregate-tuning-hour option. Neither of these other two options

could possibly apply to Music Choice, because they both require a service to know how many

customers hear each song. We have no way of knowing which of our customers is listening to a

particular channel at a given time. Consequently, the per-performance rate and the aggregate-

tuning-hour rate cannot possibly provide a valid benchmark for our service.

The third option was a percentage of revenue option, with a rate of 10.9 percent and a

minimum payment of 27 cents per subscriber per month. This cannot provide a valid benchmark

for several reasons. Similarly to our 2003 settlement, this rate was not the product of a true

marketplace negotiation, nor was it devised with consideration of any of the statutory policy

objectives applicable to a PES. Instead, it was a rate driven primarily by the threat of expensive

litigation. This expense could easily be borne by the industry trade association for the record

labels, the RIAA, whose sole "business" is lobbying and litigation.

Another reason the webcaster rate does not provide a valid benchmark is that the

webcasting service and business model are different from Music Choice's in material ways, One
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obvious difference is that lvIusic Choice provide. its service through intermediaries, such as

cable operators, and is usually packaged with. other programming services in a. bundled offering.

This dependency on intermediaries cames th significant risk of losing carriage, a risk that is not

priced into the webcasting model. Because v&e do not provide our service directly to consumers,

we also do not collect subscription fees from the customer & we'rel paid license fees by the our

distributors. In addition, the webcasting business model is largely dependent on advertising

revenues, even for the subscription services. We have virtually no advertising revenue, and only

a fixed license fee revenue stream, Another material difference between Music Choice and the

webcasters is that we must compete diirecitly with other cable television offerings for the cable

subscriber's attention.

The webcasting industry is still in a relati vely undeveloped:."tate, with enormous potential

for growth. Music Choice has been operating its service for over 1$ years now, and has seen its

revenue per customer shrink tog    It is a fully mature

business, with no possibility of untapped upside. Unlike webcaster:,', Music Choice's business

model could never include taking a loss in the short term to buil~d volume through market share.

We already have achieved full market share and our prices are dropping, not rising.

8555555
5555555
8888888
5588888

II. Downward A.d justment In Consiideration Of The,'Statutory Policies

The Librarian recognized that the reasonable rate provided by the statutory license was

not the same as a marketplace rate.. The District of Columbia Circuit affirmed on this point,
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holding that a reasonable rate under this license need not be within the range of market rates.

Indeed, the District of Columbia Circuit held that a reasonable rate, taking into account the

statutory policy objectives, would generally be less than the market rate, and did not even have to

take a market rate into consideration, as long as the rate furthered the statutory policy objectives.

A reasonable rate could not be higher than a market rate, however. Taking the policy objectives

into account, and also considering licenses struck by Music Choice with the record

labels, the Librarian set the reasonable rate at g percent of the highest possible point in the

range delimited by the composition performance licenses --, or 6.5 percent

of revenues. Even if changes in circumstance had not strengthened Music Choice's case for a

lower rate under the statutory poHcies, the use of actual data instead of an estimate for Music

Choice's composition performance licenses, alone, justifies a change in the rate from 6.5 percent

". Circumstances hove changed, however, and in

ways that warrant a further reduction of the statutory license rate to a maximum of—

, or 2.6 percent of gross revenues,

. This rate is further supported

by the testimony of George Strong, submitted as part of Music Choice's written direct case. I

will address each of the statutory policy objectives in turn.

A. To Maximize The Availability Of Creative Works To The Public

Music Choice maximizes the availability of creative works to the public in a number of

ways, and to a much greater degree than it did at the time of the first CARP. First, Music Choice

invests a significant amount of energy and expense in creating its channels. Each of these

channels is programmed in a creative manner calculated to appeal to listeners. Each day of

programming involves creative choices in the selection and ordering of many individual songs.
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The programs created by Mus:ic Choice constitute creative works in their own right. %'e have

greatly increased the size and depth of our programming staff, froin N in 1996 to 34 today.

Each channel also I,ncludes ori.ginal on-screen content created by Music Choice, including

not only promotional information designed to promote sale( of the recordings!, but also creative

visuals and graphics, designed to . tiruulate customers to look at the'cr'een', all'o the benefit of

the record labels. Surveys have shown that our customers frequently view the promotional

information displayed on the television screen during play ahd iilso~ spetcifi!call'y th'at our

customers purchase music after hearing it on Music Choice. Thyrse Survey results hre hubiiiitted

as Exhibits MC 11-12. Examples of Music Choice's, on-screen layhutk are su6mit'ted'as Exhibit

MC 13. Since the time of the original CARP, Music Choice has expanded its channels from 31

to 53, thereby almost doubling the output of its programrnin'g arid greatly increasing the amount

of its creative works made available to the public through the Music Choice service. A copy of

the current entire Music Choice channel lineup is submitted as Exhibit MC 14. 53 of these

channels are available through our res;idential audio service.

The Music Cho:ice service also stimulates the creation of nehru s(&und re&';ordings. As

described in more detail below and in the testimony of Damon Williams, the Music Choice

service promotes and increases the sale of sound recordings,'s acla'iowled&'~ed 'by the record

labels and artists themselves. The proinotional effect. of the tv1ukic Oh&ice Ier0ice is also proven

by the conduct of the record labels, which provide Music Choice with free copIies of every new

recording and actively seek to have those recordings played on Mus&c Choice. This increase in

sales, which costs the record labels nothing, obviously leads to an increase:in the recordlabels'rofits,

which in turn gives the labels more money to sign and produce new artists. While this

fact is relevant to the other policy objectives, discussed below, it is also relevar! t to'the first
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objective because our service promotes many artists that cannot be promoted by the labels

themselves or by terrestrial radio.

The labels have chosen to organize their business in a way that only allows them to focus

their promotional activities on a very small fraction of the artists who they believe are most

likely to be successful. This often becomes a self-fulfilling prophecy: without promotion new

recordings do not sell in any significant number. At the same time, the number one promotional

vehicle for sound recordings, terrestrial radio, has been significantly consolidated over the past

ten years, A small handful of companies now own almost all of the radio stations. To achieve

economies of'cale, programming responsibilities have been consolidated. Moreover, in order to

promote the few signed artists predicted to succeed, as noted above, the labels encourage the

radio stations to play the new recordings from those artists, to the exclusion of'thers. All of

these and other factors have led to a broadcasting landscape where there are few programnung

formats played on the radio, which leads to fewer and fewer songs getting radio airplay.

The Music Choice service is free of these limitations, because the service programs 53

different stations available through its residential audio service, covering a wide variety of genres

and sub-genres, including many formats that do not receive sigruficant airplay on terrestrial

radio. Consequently, and as explained further in the testimony of Damon Williams, the Music

Choice service helps sell recordings by artists who would otherwise be much less likely to

succeed. When an artist's album does not sell a large number of copies the artist is usually

dropped by the label, a fate common among artists who are not actively pushed by the labels and

not played in heavy rotation on terrestrial radio. Therefore, the sales generated by exposure on

Music Choice allow artists, who otherwise might fail, to keep their recording contracts and create

new recordings,
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The promotional effect of the Music Choice servicd drilving thh increase in production of

sound recordings is much greater now than it was at the time of the original CARP. The nuinbar

of Music Choice residential customers has vastly increased in that time, from under 2 million td

over 31 million. Music Choice has also improved its service in various ways that increase the

promotional effect, as described in detail below. All of these developments have occurred since

the first CARP.

B.. To Reflect The Relative Roles Of Copyright Owners And Users In Making'heProduct Made Available To The Pubhc With Respect To The Relative
Creative Contribution, Technological Contribution, Capital Investment,
Cost, Risk And Contribution To The Opening Of New Markets For Creative
Expression And Media For Their Communication

The Librarian construed "the product made available to~ the~ publicv as referring to bath

the sound recordings and the Music Choice service, and went an ta fin'd that a'll but the QrstSub-'actor
favored Music Choice and weighed in favor af setting a lower rate. 'he interv'enitig ten'ears
have only made Music Choice's case for a lower r'ate Istrdngdr.

1. Relative creative contribution

In the original CARP, the Librarian adopted without comment the CARP's conclusion

that the record labels'nd artists'reative contribution to the creation of sound recordings was:

greater than Music Choice's creative contribution to its service ~ In~ the~intervening tenyears,'usic

Choice has greatly increased its creative contributiorj to the Service., As noted above, we'ave
increased the channels offered through our service from 31 channels to 53. Most customers

with access to the Music Choice service receive between 47 and 52 channels. Each of these

channels is individually programmed, using creative chaiceS in the selection and ordering of;

songs. Music Choice also has increased the quantity and quality of'its on-screen visual content 'ncludedwith the service. In 1996, we had no on-screen component of our service other thari

basic song identification information. Music Choice also develops and produces, at its own
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expense, various promotional content for broadcast in partnership with the record labels and

artists, such as on-screen advertisements, artist interviews, shows, live performance recordings

and other types of creative content.

In short, Music Choice's creative contribution to its service is much greater than was the

case in 1996 and goes far beyond the mere "programming concepts" noted by the Librarian.

2. Relative Technological Contribution

In the original proceeding, the CARP and Librarian found that this factor weighed in

favor ofMusic Choice, based upon the fact that Music Choice had created various technological

components of its system for the purpose of opening new avenues for transmitting sound

recordings to a larger and more diverse audience. This technology included technology to uplink

the programming signals to satellites and transmit them through cable services, technology to

identify the name of the sound recording snd artist during the performance, and technology for

Programming, encryption and transmission of the programming containing the sound recordings.

The CARP and Librarian contrasted these technological contributions with the fact that the

record labels created no new technology related to the Music Choice service.

Music Choice has made numerous additional technological contributions to its service

since the original CARP, designed to further increase the exposure of the sound recordings to

new and larger audiences, and specifically to enhance the promotional value of the service to the

record labels. Examples include improvements to the screen displays containing promotional

information such as album art, interesting facts and news about the artist, banners directing

customers to record stores or band websites, and song title information; the creation of a

production studio where artists visit and record the value-added promotional recordings

discussed above that are featured on the Music Choice service, improvements to the digital

playback system to improve the programmers'lexibility to provide deeper music lists and more
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interesting mixes on more channels; and improvements in the Music Choice website, such as

allowing customers to purchase CDs played on the Music Choice service. We have also

continued to improve the satellite uplink and other technologies noted by the CARP and

Librarian, to put more channels on satellite for distribution.l

3. Relative capital investments

This factor is closely related to the prior factor, because'each of the improvements listed

above required significant financial investments. In finding that this factor weighed in favor of

Music Choice at the time of the first CARP, the CARP and Librarian noted that Music Choice

had spent on equipment and technology) while 4e 4c3rd labels had iiot,'nvested
any money at all with respect to the equipment and technology used to transmit their

sound recordings to the public in connection with our servige. While the ~cotd labels sti8 have'.

not had to make any investments in equipment or technology to facUitate Music Choice's

transmission of their sound recordings to the public, Music Choice,'s noted above, has niade

substantial additional investments since the original CARP for equipment and 'technology.

Examples include to develop our on-scree'n diispl)ys )onllainilng 4e promoti'onal

artwork and information described above; in the creation of an office and

production studio in Manhattan where artists visit and record valueiadded promoti'ona'l

recordings that are in turn featured on the Music Choice'service', to build the new

digital playback system referenced above and to move the system te Manhattan; and

to improve the Music Choice website, including to allow the purchase of CDs played on the

Music Choice service. Thus, Music Choice's total investment in equipmerit arid lechnology is

now the original capital invt4tm]nt rlote5 b) the CHIRP~ and Librarians

Moreover, even taking this factor as strictly limited to capital investments as that term is used in

20 NY ¹744262 vt



PUBLIC VERSION

the accounting field, Music Choice has made

business since 1996.

4. Relative costs and risks

in such capital investment in its

The CARP and Librarian properly found that the costs and risks incurred by Music

Choice outweighed any costs and risks incurred by the record labels for the purpose of this

factor. In particular, the Librarian noted that the Music Choice service actually decreased the

risk to the record labels by promoting record sales. Ten years later, the relative costs and risks

still weigh in favor of allowing-Music Choice a lower royalty rate.

(a) Music Choice lowers the record labels'osts

As a preliminary matter, it is important to note that all of the costs incurred by the record

labels in connection with their sound recordings are sunk costs. The Music Choice service does

not increase those costs in any way. In fact, Music Choice substantially lowers the cost to the

record labels for the promotion of their sound recordings. As described in more detail in the

testimony of Damon Williams, Music Choice provides various value-added promotions to the

record labels and artists. The record labels frequently thank us and recognize the promotional

value they receive. These special promotions, which began after the original CARP proceeding,

are provided free of charge to the record labels.

{b) Music Choice lowers the record labels'isks

The Librarian correctly noted that even back in 1997, the Music Choice service lowered

the record labels'isk by increasing record sales. This fact is even more true today, as the

promotional impact to the record labels is much stronger, as described in more detail in the

testimony of Damon Williams. As a preliminary matter, the number of customers with access to

the Music Choice service has greatly increased, from under 2 million in 1996 to over 31 million
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today. This increased audience alone greatly increases the promotional value of the service to

the record labels.

Additionally, we have greatly improved various features of the service that promote

record sales. For example,, we have increased the promotional info|mation'isplayed on the

television screen when a recording is played, and also redesigned the s&',reen to add graphics so

that the customer is more likely to view the screen while listening. ~We~ have commissioned

surveys that show the vast majority of customers look at the screen to see the name of the artist

or title of the song being played. A recent survey conducted by Arbitron shows that almost 40

percent of our customers actually purchase recordings due to hearing them on the IvIusic Choice

service. Copies of those survey results, which also include data about customer screen viewing

habits, are submitted as Exhibits MC 11-12.

At the time of the original CARP, Music Choice used a toll-free telephone number

displayed on screen to allow customers to purchase music they heard on the service. Since then,

we have moved to a more effective and user-friendly web-based system. From 1998 through the

third quarter of 2006; Music Choice has sold iin excess of 380,000 CDs through our service,

generating over $4,875,,000 in sales for the record labels.

The record labels th,emselves frequently acknowledge that Music Choice increased record

sales. In additional to specific written and oral testimonials the labels and arlists routinely give

us, they also send us plaques noting our role in achieving high sales benchmarks. Of course, the

very fact that the labels send us all of their new CDs and lobby to have us put the recordings on

our service, speaks volumes about their view of our role in promoting sales. This behavior has

also increased substantially since the original CARP. Indeed., thiis lobbying effort has increased

so much that some of our programmers have had to limit the days and times when the labels are
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allowed to call and lobby us for promotion and airplay. As noted above, Music Choice also

provides various other value-added promotions to the record labels, which further increase

exposure and record sales. The labels would obviously not work so hard to get us to play their

records if airplay on Music Choice did not have promotional value. Likewise, they would not

develop the special promotions with us if those promotions were not effective.

Finally, the CARP and Librarian found that the Music Choice service presented no risk of

displacing record sales. This is still true. The Music Choice service complies with the sound

recording performance complement, as I described above, which is specifically designed to avoid

such sales displacement. It would be very inconvenient for a Music Choice customer to try to

record our broadcasts, and even if they did, we do not pre-announce our playlists, so a customer

would not know which songs they were going to record. Any recording made would also be a

lower-quality analog recording, not a digital one. There are far easier ways for a consumer who

wants free music to get it., including digital file sharing. There is simply no reason to believe that

our service displaces sales. To the contrary, as noted above, we generate sales for the record

labels.

(c) Music Choice continues to incur significant costs and its risks have
increased

The road to financial viability upon which Music Choice has traveled - and continues to

travel— is neither straight nor short. For almost twenty years, Music Choice has struggled to

launch, sustain, and grow our domestic residential services in a highly competitive and rapidly

changing marketplace. To date, our investors have invested of capital to fuel

our continuing operations. Significantly, Music Choice has dedicated this capital to deploy

domestic residential services that provide invaluable promotional benefits to the record iridustry.
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Despite our best effoits, we have llot yet itecouped accumulated losses from our domestic

residential operations, and we will not likely to do so for several years, if at all. Irf the prior

CARP proceeding, we submitted a proposed five-year budget in which we projected that

dotnesttc residential operations of Music Choice would achieve over~ in total „sins

between 1996 and 2001. unfortunately, our domestic residential operations incurred adchtional

losses of~ during this period.

Although Music Choice's domestic residential operations fmall y managed to show a

small profit on an annual basis in 2001, our financial future remains as uncertain as ever. On a

cumulative basis, accounting for the year., of losses experienced prior to 2001, the Music Choice

service has still not bec:ome profitable and by 2010 we project that we will 'still have a

cumulative loss ofQQQQQgQg. Since the fast I QP, Music I hoice has relied

almost exclusively upon licensing fee revenues from cable operator. to sustain its operations,

albeit at leve1s far below our investors'xpectations. As our licensing fee rates have been dri ven

down, Music Choice attempted to develop an advertising program to supplement revenue, but

that program has been unsuccessful. 1 believe that our revenues for the resildenltial service will

continue to be liinited to, and constrained by, our licensing fees. A schedule showing Music

Choice's financial results and projections is submitted as Exhibit MC 15. This document

summarizes certain key financial figures relevant to this procteedingl and alto ctintains financial

statements detailing thc: results of Music Choice's residential operations to date's wel;I as

projections going forward to 2010 under two different sets of assumptions. The first projections

assume no sigmficant adverse impacts going forward. The second projections assume that

various likely competitiive factors lead to )QQ~$555555
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To illustrate the potential of competition to impact our business model, we need only

look to last year. Between October 1994 and November of 2005, Music Choice was carried on

DIRECTV, a satellite provider of television services.

In November of 2005, DIRECTV removed

us from their platform and replaced our music channels with those from XM Satellite Radio, a

provider of satellite radio music channels, That affiliate loss alone resulted in our net income

dropping bY approximately~ on sn annualized basis

In the

past few months, we have learned that

Music Choice Is A Capital Intensive Business.

In the original CARP proceeding, it was acknowledged that digital audio services require

a tremendous capital investment to start operations and require significant ongoing operator

capital to cover costs. That is certainly true in the case of Music Choice. Since January 1, 1998,

Music Choice has required additional capital infusions of~. To date, our investors

have had to make capital contributions of~ capital contribution is

to fund the Company, The~
~. Even under a best case scenario, the Music Choice residential audio service will not be

close to earning back this original capital by 2010.
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Music Choice Has Accumulated Significant Expenditures and~ Losses Since the'ori'gmal
CARP.

Although Music Choice has been providing domestic residential services for over 15

years, our accumulated operating expenses incurred through the end of 2005 exceeded

accumulated revenues for domestic residential operatidns Sy a~ sighifi&ant mdrgiiti. We Currently

estimate that our accumulated revenues will not exceed total operating expenses for domestic

residential operations until well after 2010, if at all.

As a result, Music Choice has not yet recouped losses from domestic residential:

operations. From 1996 through 2005, we experienced accumulated losses of

from our domestic residential operations. In contrast, we projected in the original CARP that

domestic residential operations would accumulate net gains of from 1996

through 2001. In the original CARP, we also projected that we would recoup all of our

cumulative net losses for our domestic residential operations by the end of 2001. At present, we

project that we will not recoup accumulated losses from our domestic residential operations in

the foreseeable future, and will not come close by 20101

Music Choice Has Made Substantial Investments in Services That~Provide Invaluable:
Promotional Benefits to the Recording Industry.

In the original CARP, Music Choice indicated that it had dedicated approximately g
percent of all operating expenses to "program, playback, uplink, market, and sell" Music Choice

programming. At the time, more than gg of those expenses Nerd dedicated to rharketing a'ud '.

sales related expenses used to obtain distribution of the service 'with csble systems.

Since the last CARP, Music Choice has continued to make substan'tial investments in

these services. From 1996 through 2006, Music Choice'has'edicated of its operating

expenditures to program, playback, uplink, market, and sell ~prograitnming. Among other things,

these operating expenses have,been incurred to ruake all of the improvements I described above,
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which add to the promotional value of the service to artists and record labels. In total, Music

Choice has invested over the past fifteen years to develop, market,

program and operate the Music Choice residential service.

Music Choice's Financial Performance and Projections Strongly Suggest That %e %BI
Only Be Marginally Profitable Under Our Current Basic Service ModeL

Over the past ten years, Music Choice's financial performance strongly suggests that our

basic service model will be only modestly profitable at best. In the original CARP, Music

Choice testified that we had charged a price of~when our domestic residential service were

sold as a premium service. Once Music Choice migrated away from our unsuccessful premium

service model, we started pricing our domestic residential services as a basic digital offering for

per customer/per month. By 1996, Music Choice averaged only per customer and

this number is now down to on average per customer.

Even before the original CARP was completed, Music Choice began to experience

downward pressure on licensing fees. Since completion of the original CARP, the downward

pressure on licensing fees has only intensified. The financial data set forth in Exhibit MC 15

illustrates this trend quite clearly. Music Choice's domestic residential customer base has grown

approximately 1450% from the end of 1996 through August 2006. In contrast, domestic

residential revenues have only grown

customer base.

of our growth in

To further illustrate the downward pressure on rates, I have set forth the following chart,

which breaks down the average (per customer/per month) rates for Music Choice at various

points from 1996 to 2006, with projections under the two scenarios I mentioned above:
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As the above chart:indicates, the per customer licensing fee revenue rate that Music

Choice has been able to generate has dropped significantly fror6 the rate rangeS set forth in the

original CARP. Music Choice has, experienced — andi continues to experience — significant

pricing pressure when vve renegotiate ilicensing fee atrangement0 with dablh affiliates, due, in

large part to increased competition from other programming provides. 'e have also suffered

from consolidation in the cable industry,)  
5555555
588855

At the same time, increasedi competition in the residential audio market has decreased our

bargaining leverage. A number of much larger and better capitalized companies have recently

entered our market. Above I mentioned how we had lost our DIRECTV affiliation to XM, which

cost 8558855 Sirius has,also recently

entered the residential audio market by making its programming'available on the Dish Network

home satellite service. IvlTV has recently entered the digital audio nharketp'!ace as v ell with their

Urge Digital Audio Radio service and iis putting the same competitive pressures on our business

as XM and Sirius. Any of our competitors from outside cable, including satellite providers, like
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XM or Sirius, and webcasters like Rhapsody, AOL Music or Yahoo! Music, could displace us at

any time. Competitors from inside cable, such as MTV, also constitute a competitive threat, as

do the non-music cable network channels, such as BSPN, with which we also compete for cable

licensing dollars.

Por the reasons noted above, we have learned that we can no longer depend upon

customer growth to generate additional revenues (and profits) on a going forward basis. By

2010, I project that Music Choice will likely generate on average as low as

for domestic residential services. At this level, Music Choice's licensing

fees will be insufficient to sustain profitability for domestic residential operations if sound

recording royalties remain at the current 7.25 percent rate, or even the original 6.5 percent rate.

%e Have Been Unable to Successfully Deploy a New Business Model to Ensure Our Long-
Term Viability.

In 1997, the Librarian found that Music Choice and other diytai audio services were

"struggling to create an industry and to stay in that business." That finding is equally true for us

today. In the last CARP, we had submitted a proposed five-year budget in which we projected

that our domestic residential operations would achieve in total net gains

between 1996 and 2001. Unfortunately, the financial performance of our residential operations

during those years yielded additional losses, leaving Music Choice's accumulated losses in 2001

at ~ ~. As of the end of 2005, our accumulated losses have been reduced, but remain

high at

In light of these poor financial results, Music Choice attempted to implement an

advertising revenue model to supplement the declining license fee rates. This model has failed to

generate significant revenues and is not likely to do so in the future.
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Having failed at moving to an advertising revenue model, Music 'Chc)ice's opportunities

to improve its revenues are severely limited by various risks and pressures on its license fee

revenue model, including the fol]',ow:ing:

(I) Competition

Music Choice's domestic residential services face j.ncreasing competition in a rapidly

changing marketplace„Music Choice competes for customers, listeners, and advertising revenue

with many businesses, including traditional Aiv]VFM radio and digital A~ radio, XM Radio

and Sirius Satellite Radio,, MTV, Internet-based audio providers and other actual or potential

DBS and cable audio service providers. Record companies are another source of potential

competition. %'e must also compete with major cable nehvork channels, such as. ESPN.,for'icensing
fees from the cable carriers.

Traditional Ahf/Rvl radio already has a well-established and dominant market presence

for its services and generally offers free broadcast reception supported by commercial

advertising, rather than by a licensing fee. These radio stations are currently enhancing their

existing broadcasts with additional diigital quality services utilizing new technology. These

incumbent providers of audio entertainment services typically maintain longstanding

relationships with advertisers and po. sess greater resources than Music Choice does.

The explosion of XM Radio and,Siri us Satellite Radio has exerted. more competitive

pressure on Music Choice., as those services compete, with Music Choice's domestic residential

operations. Both of these companies is far better capitalized and in a much stronger financial

position than Music Choice. For example, XM Radio is a well-funded public company with a

market capitalization of approximate]y $ ;3.6 billion. Sirius is also a well-funded public company

with a market capitalization of approximately $ '].6 billion. ~Both XM and Sirius have deals with
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major automobile manufacturers to include compatible radios in new cars, and provide free

service for an introductory period with the purchase of such a car. Once an automobile customer

is acquired by Sirius or XM, that customer can purchase an inexpensive receiver to attach to his

or her home stereo to receive the service there, in direct competition with Music Choice's

residential service.

(2} Changes in Technology

The digital audio broadcasting industry is characterized by rapid technological change,

frequent new product innovation, changes in customer requirements and expectations, and

changes. If Music Choice is unable to keep pace with these changes, it may ultimately prove to

be unsuccessful. In addition, because Music Choice is a small company with limited financial

resources and may have a limited ability to raise additional capital from our investors due to our

failure to return capital, better-funded competitors may be better positioned to take advantage of

unforeseen technological changes that could further enhance their own services.

(3) Continued Erosion ofLicensing Fee Revenues and the Affect ofHigher Royalty

Rates

As noted above, Music Choice has experienced significant downward pricing pressure on

its licensing fee arrangements with cable companies. While Music Choice anticipates that this

trend will continue for the next several years, there is an additional risk that licensing fee

revenues from cable operators may deteriorate even more quickly than currently projected.

While Music Choice's continued profitability is highly sensitive to a number of variables, any

erosion in per customer licensing fee revenues beyond those projected in Exhibit MC 15 would

adversely affect Music Choice's financial performance and results of operations. Indeed, Music

Choice has achieved sufficient penetration with cable systems that any significant increase in
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licensed cable systems is unlikely, There is only down side at this poi!nt.

8555555

(4) Investment and Expense levels

Of course, it is very difficult to predict the amount of investment and expense that Music

Choice will have to dedicate to its residential sen ice in the future. If the operating costs are

greater than expected, or i:f Music: Choice has underestimated the level of investment required to

take advantage of technological changes in t'he xuarketplace, our financial performance and

results of operations could be adversely affected.

Cost and Risk Summary

In summary, the financial history of Ivlusic Choice indicates that the Company has failed

to recoup investment and costs as quickly as anticipated. While Music Choice's domestic

residential services finally achieved a modest level of annu~M profitability in 2001'fter 10 years

of operation, this profitabillity is in no way assured into the future.

A "snapshot" approach in this proceeding would pruvide litltle, if any, indication 6f Music

Choice's financial success and viability on a going forward basis.'.From ourinvestors'erspective,

and in terms of their i.nvestment,, the, business h'as d long Say to go towards being

profitable. Indeed, the long-term profi!tability and viability of Music Choice is dependent upon its

ability to overcome serious competitive, industry, and marketplace challenges in the next several

years. Music Choice has still not achieved cumulative profitability for its residential service, and

will not do so in the foreseeable future. The royalty rate set by the original CARP based on its

erroneous estimate of the applicable composition performance fees has only exacerbated the

pressures on Music Choice. A failure to ]ower the royalty will ."trangle our residential business

and doom any hope of achieving cumulative profitability and return of capiital.
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Accordingly, it would be wrong to ignore these challenges in the current proceeding by

extrapolating Music Choice's annual profitability snd revenues (even at its modest present

levels) into the future for purposes of this proceeding. This factor continues to weigh strongly in

Music Choice's favor and justify a lower rate.

5. Relative contribution to the opening of new markets for creative
expression and media for their communication

It was obvious to the CARP and the Librarian that Music Choice, by the very nature of its

service, contributed more to the opening of new markets for creative expression for the very

same reasons discussed above, including providing greater exposute to a broader range of music

than terrestrial radio and promoting record sales in that broader range. As I have described

above, these features of the Music Choice service have greatly increased since the original

6. Conclusion on relative roles

The Librarian set the 6.5 percent rate in the original CARP proceeding based on his

finding that the relative contribution of Music Choice in all but the first of the factors above

outweighed the contribution of the record labels. For the reasons stated above, Music Choice's

relative contribution in all five factors has greatly increased since that time.

C. To Minimize Any Disruptive Impact On The Structure Of The Industries
Involved An On Generally Prevailing Industry Practices

In finding that this statutory policy objective weighed in favor of setting a lower rate, the

CARP and Librarian found two factors particularly compelling. First, that setting a rate too high

ran the risk of having a catastrophic impact on the pre-existing subscription services. Second,

because the record labels were so large and had much revenue compared to the services, the

difference between a high and low royalty for the services would have a negligible impact on the

recording industry. These facts have only increased in relevance and truth.
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The rate set in the original CARP proceeding was hbvtoudy tbo High, in large part clue ito

the CARP s maccurate esttmate of the services composxbon performance nght hcenses. Tins ys

proven by the fact that of the three original services, only Music Choice essehtially iemains a 'ubstantialforce in this market. As noted above, DMX declared bankruptcy and sold off its

assets and Muzak's residential service is so inconsequential to its overall business that it did not

bother to actively participate in this proceeding. The industry'has'been disrupted by the original

rate, which must now be reduced pursuant to this policy objectives

As explained in detail above, Music Choice's residential service continues to be marginal

and has still not achieved cumulative pro6tability or returned the Capital investment'of its

investors. Moreover, Music Choice is subject to increasing cdmphtiti0e preskurd fram v'aridus

new types of music services such as satellite and webcasters. The record labels remain much

larger and continue to genexate much more revenue than Music Choice, putting them in a far

superior position to absorb the impact of a lower rate. The entire. in royalties Music

Choice has paid the record labels over the last ten years amounts to less than Q percent of the ~

retail value of the labels'otal shipment of sound recordings during that time, which was well

over $130 billion. A copy of the RIAA's 2005 Year-End Statistics, downloaded from the RIAA

website, is submitted as Exhibit MC 16. In this context, it is clear that this policy objective

weighs even more heavily than at the time of the original CARP

Finally, setting a lower rate for Music Choice will not have any precedential value with i

respect to the njord labels'egotiations or proceedings for'ther licenses.'ection 114(f)(1) of

the Copyright Act expressly provides that the terms and rates of the statutory license "shall

distinguish among the different types of digital audio transmissions." The Librarian correctly
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held that "[t]his language gives the Panel and the parties broad discretion in setting rates for

different types of digital audio services, when such distinction is warranted."

D. To Afford The Copyright Owner A Fair Return For His Creative Work And
The Copyright User A Fair Income Under Existing Economic Conditions

The Librarian held that this factor was generally satisfied by the consideration of the

benchmarks and the other statutory policy objectives. I would only add the observation that this

objective does not end with affording the copyright owner a fair return, as SoundExchange

apparently believes. Music Choice must also be allowed a fair income under existing economic

conditions, As I have discussed above, Music Choice has still not become profitable on a

cumulative basis, after ten years of paying the royalty. We will not be able to return our

investors'apital investments for some time, rendering it difficult to attract any new capital, In

contrast, every penny paid to the record labels for this statutory license is pure profit. The labels

do not invest any additional capital or incur any additional costs in connection with the royalty

they get from us. Under these circumstances, this policy objective clearly weighs, along with the

others, in favor of lowering the rate paid by Music Choice.

III. Ephemeral License

The ephemeral license provided in Section 112(e) of the Copyright Act has no

independent economic value. These copies are not sold or distributed, and are not used for any

purpose other than to facilitate our licensed performances. Consequently, the ephemerallicense'ee

should be included within the 2.6 percent fee for the performance license, and attributed a

negligible percentage of that fee.

Notably, we had to make such copies at the time of the first CARP, Although we

operated the system using a CD jukebox, for the 60-70% of the recordings we featured on more

than 1 channel, we made 1 to 5 copies of each recording. Those copies were not separately
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valued at that time. Nor did the record labels ever ask:for a fee to make those copies. Although

we no longer play directly from CDs and therefore make more overall copies for our cuivent

system, we still make far fewer copies than other digital br&oad&casters, such a0 webcasters, make.

Many webcasters choose to make: several different copies of each sound recording to have

versions for streaming in different bi&xates, This allows their services to be used by consumers

with different levels of bandwidth in their Internet access. Some webcasters also make different

versions to vary the sound quality of each version, with the higher quality recordings reserved for'serswho pay a higher subscription fee. Each of these versions of a sound recording may be

duplicated numerous times by a webcaster to create cache copies, back-ups and redundancy.,

In our current system, a new song is first copied from a CD into the, program&ning server

array. That copy is automatically transmitted down to the playback server array and to a backup

server array located at our corporate offices in HoorSha, Pennsylvania. From there, the

recording is copied to the playback and redundant Horsham playout computer for the, channel in

which the song is programmed. I&a al!I, this process creates 5 cries.

If a song is going to be programmed &in multi.pie channels, this pro&:ess is duplicated,

resulting in 5 additional copies of that track for each extra channel on which it airs. Because we

have increased our channel lineup and conseque&atly prograin n&&ore na&&rowly focused formats, we

now estimate that only approximately 15 percent of our music is programmed in more than one

channel. Even fewer recordings are programmed in more than 'two channels. Due to this

substantial decrease in the number of songs played across multiple channels, the great majority

of our songs are copied only 5 times. Because some of the songs were copied 5 times under the

old system, for a certain number of songs we do not make any more copies in the new system

than we did at the time of the first CARP.
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It bears repeating that none of these copies have independent value. Unlike webcasters,

we do not make multiple "masters" of the song for various bitrates and sound qualities, which

provides some value to webcasters It is clear that even the record labels do not consider the

ephemeral license to have any independent worth. In our settlement of the last CARP, the record

labels did not negotiate the rate separately, and our resulting royalty rate did not break out the

ephemeral license as a separate fee. We specifically discussed with RIAA and SoundExchange

the fact that the copies did not in themselves provide added value to our customers. As a result,

the ephemeral license is subsumed within the current performance royalty, and is not even

apportioned a percentage of that rate. Even if the entire initial increase from that settlement of

our rate from 6.5 percent to 7 percent were attributable to the new ephemeral license, that would

mean the ephemeral hcense was valued at only 7.7 percent of the performance fee. Of course,

the increase in our rate was not due to the ephemeral license, it was due to the threat of expensive

litigation against a trade association with practically unlimited resources.

The labels did a similar thing when they settled with the webcasters. In the original

webcasters CARP, the ephemeral license rate was set at 8.8 percent of the total performance

license fee. When the rate came up for renewal and was settled, the settlement rates folded the

ephemeral license into the performance license, although they allocated 8.8 percent of the license

fee to the ephemeral license. Notably, however, the SoundExchange website does not mention

the ephemeral license in its schedule of current webcasting rates, and certainly does not attribute

any portion of the current fee to ephemeral copies A copy of the relevant pages of the

SoundExchange website are submitted as Exhibit MC 17. The bottom line is simple: you pay a

fee for the performance, which is what digital broadcasters are in business to dc, and that license

includes the necessary incidental rights to operate the service. If an additional amount is set,
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however, it should be no greater than 4 percent of the pedbrniande loyalty and be set as a

separate rate so Music Choice has tbe option of re-configtirin) its'e6ricb to'avdid the heed foi

the ephemeral license.

Pursuant to 28 U.S.C. g 1746, I declare under penalty of perjury that the foregoing is true'nd
correct.

Executed in New York, New York on the 26th of October,'006.

'avid

RDel Beccaro
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THE ELUSIVE SYMBIOSIS: THE IMPACT OF RADIO ON THE
RECORD INDUSTRY

STAN J. LIEBOWITZ

ABSTRACT. Unlike television broadcasters, who must negotiate with the copy-
right owners before they can broadcast movies, radio broadcasters need not
negotiate with the copyright holders for the sound recordings broadcast on
radio. In the United States radio broadcasters have no obligations whatsoever
to the copyright owners of the sound recordings (although they do have obliga-
tions to the copyiight holders of the music contained in ths sound recording).
The reason for this discrepancy appears to be that radio broadcasters have
argued, and it is generally accepted, that radio play benefits record sales and
thus there is no need for radio broadcasters to purchase the rights to broadcast
the sound recording. This impact of radio play on record sales is commonly
referred to as a "symbiotic" relationship between these two industries. Yet
there appeazs to be no systematic examination of this relationship. In this
paper I present evidence indicating that radio play does not benefit overall
record sales. There are obvious iinplications for copyright. I also exainine, by
way of coiupazisou,. television's negal,ive irupact on the ruovie iudustzy.

1. INTRODUCTION

Thc impact of ncw tcchnologics on copyright owners has bccomc a topic of in-
creasing in4eres4 iu Ihe las4 I'ew years. Ali hough I'ornzerly new teci|nologies, such
as photocopying, videorecording, and audiotaping have drawn some consideration
from analysts, there is apparently nothing like the threat of several hundred law-
suits againsi, oi,herwise ordinary ci4ixens, as has happened wihh MP3 downloads, 4o

attract serious attention.
In this paper I examine an older technology — broadcast radio — and its impact on

the prerecorded music industry. Radio might, after all, be considered very much like
more recent technologies, such as MP3 downloads or videorecording. In the one case
we have producers of records or movies concerned that MP3s or VCRS vill damage
the markets for sound recordings or movies (television). In the other case we have
radio broadcasters freely using sound recordings while possibly taking away business
from the record industry. Since radio uses sound recordings as a basic ingredient
in itis broadcwsts, and broadcasts might he a substitute for listening to prerecorded
music, one can imagine radio threatening the sound-recording marketplace. Except
for the technologyi there reaily might be very little difference between these cases.

Although MP3 downloading and its impact on record sales has been the leading copyright
story in the news lately, other issues are waiting in the wings. For example, the new generation of
digital videorecorders, currently known as "TIVO" allow users to skip coiumezcials while record-
iug. If such zecozdezs becoiue coiuluou& 'lvha,t would happen to ilia ruaikei, for adveztisiug based
televisioii, aud what if anyl,hing would be ihe appzopziale zegulatozy zesporise?

Ss
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"The history of copyright protection for sound recoxdixqys re6ects
a dominant, reciixring theme: Congress repeatedly took pains to
ensure that the grant of copyright pftotection did not a+cot the
syxnbiotic vehtionship between the vudio bvoadcasters and the record
industtt/. Congress recognized both that the record industry reaps
huge benefits from the public performance of their recordings by
radio stations, and that the granting of a public performance right
could alter that relationship to the detriment of both industries."4
(my italics)

Of course, it is easy to understand why. the president of the NAB would want to
suggest that radio broadcasters should not have to psy for their broadcast of sound
recordings. Imagine, by way of analogy, television broadcasters arguing that they
should be aUowed to broadcast movies without paying for the rights.

Nevertheless, the Courts appear to also believe tMs chLim.s Judge Cuds'hy, in
writing the Appeals Court decision about Internet radio royalties stated:

"While radio stations routinely pay co~t royalties to songwrit-
ers and composers (through associations like the American Society

STAN J. LIEBOWITZ

Of course, this requires that radio broadcast be harmful to the sound recording
market. The potential harm to copyright owners from MP3 downloads or video-
recorders is easy to envision, even if the existence of actual harm is'a contentious
empirical issue.z The potential harm to copyright ownets frbm s technology su'ch
ss radio is somewhat less obvious, but nonetheless real. 'he key is the extent to
which radio listening is a substitute or complemeht f4r the pilrchhse dfcited
musical works. If radio listening is a substitute'for 'purchase of copyright works,
and if radio broadcsstexs do not have to pay fox'heir use of these works there is
an obvious potential market Silure that is essentially the same ss for direct copy-
ing technologies, with the only difference being that listenmg to a br'oadcsst is the
consumer 8 replacement for a purchased items, ingtes4l of ~a espy (e.gJ, MP3) 'of the
original being a replacement. It is, howevers, a ~disiIinciIion ~wit%oui an'conoxxiic
difference.

Society has not seen radio as s threat from which the sound recording indus-
try needed protection. For example, although the 1995 Digital Performance Right
Act for Sound Recordings granted copyright owners of the recordings control over
digital audio transmissions, they have no such right if the transmission is a non-
subscription broadcast transmission, i.e. traditional radio, whid}. continues its ex-
emption from having to pay for the rights to broadcast soiind recoixiinga.s 'he logic
of this distinction appears to be based on the'laim that there exists 's esymbiotic"
relationship between radio broadcast and thel sales of sound recordin~gs.

For example, Edward O. Fritts, president snd:CEO of the National Association
of Broadcasters, when testifying about proposed Internet xsdio royalties stated:

zSee, fcr example, Liebowitz (2004), cr Peitz,and Waelbroeck (2008).
sThis is true iu the US. Other countries (such us Canada) Rave |property'rights on radio

broadcast of sound recordings in addition to property rights on the broadcast of the musical
composition.

Text available online at http://www.house.gov/judiciary/frot0615.htm.'imilarphrasing can be found in Canadian Copyright Board decisions and also in arguments
put fowsrd in Hong Kong. I have not, however, performed a thorough examination of the'degree
to which this claim is accepted throughout the world.
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of Composers, Authors, and Publishers and Broadcast Music, Inc.
("ASCAP") and Broadcast Music, Inc. ("BMI")) for the privilege
of broadcasting recorded performances of popular music, they do
not pay the recording industry royalties for that same privilege.
Perhaps surprisingly, this state of affairs, until about ten years
ago, produced relatively high levels of contentment for all parties.
The recording industry and broadcasters existed in a sort of syrn-
biotic relationship mherein the recording industry recognized that
radio airplay mas free advertising that lured consumers to retail
stores mhere they mould purchase recordings. And in return, the
broadcasters paid no fees, licensing or otherwise, to the recording
industry for the performance of those recordings. The recording
industry had repeatedly sought, however, additional copyright pro-
tection in the form of a performance copyright." (my italics)

Additionally, academics and other commentators appear willing to believe in
the symbiotic relationship, as evidenced in this quote from Edward I . Carter (see
Carter, 2003):

"In fact, there is credible evidence that AM/I&'M streaming bene-
flts sound recording copyright holders: "The economics of AM/FM
Radio AVebcasting work the same way as they do for over-the-air
broadcasting„a symbiotic relationship between the record compa-
nies and the radio stations who 'promote these songs to 75 percent
of Americans who listen to the radio each day."'vidence of on-
line broadcasting's beneficial impact for copyright holders is not
contradicted by the fact that the broadcasts are digital because
streaming, unlike downloading into a format such as MP3, does
not involve creation. and storage of a permanent digital audio flle
on a radio listener's computer."

Although there is much talk about symbiosis between radio and sound recordings,
I have seen no reference to actual evidence supporting this claim although I address
this point, in more detail in Section 5,

This question of radio's impact on the recording industry does not appear to
have received much if any attention in the modern economics literature. The focus
of economists, to the extent, that they have examined radio at all, has tended to be
on the allocation of spectrum, with several notable papers on the subject.

Yet the impact of radio on the recording industry should be of interest for several
reasons. These industries are highly influential on the popular culture and seem
to have an importance far greater than their share of GDP. More generally, under-
standing what happened with previous technologies may help our understanding of
the present and future technologies, particularly if we discover that some received
wisdom is incorrect. Finally, various regulations and rules, and a form of regula-
tory property rights — what are commonly called "performing rights" — are based
on estimates of the market outcomes likely to arise under free negotiations, and

Bonnevill InternationaL V. Peters, October 17, 2003, United States Court
of Appeals for the Third Circuit, N~OI-3720; page 5. Text available online at
http: //www.ca3.uscourts.gov/opinarch/013720p.pdf.
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these estimates will be skewed if the impact 'of radio broadcast. is misunderstood
by the regulators.

2. SOME BASIC ECONOMICS

Americans spend approximately 2.7 hours per day listening to radio but only 40
minutes li. ten:ing to prerecorded music.7 Yet the main ingredient of radio broad-
casts is prerecorded music, for wliich radio stations pay very little if anything. If
listening to radio were treaterl like a substitute for listening to prerecorded music
(much as l&lank tapes were treated as substitutes for the purchase of a prerecorded
tape by partisans for the RIAA ) then simple arithmetic might suggest that five
times as many recorcL& would be .old if radio didn't mist. Although we shouldn'
take the rriath seriously, the possibility of harm is certainly worth examiiting.,

Raclio li.sterdng can be thought to have two possible components. One is a pure
element of consumption. Listening to music is enjoyable and if a radio station can
make Inusical selections tlbat are in tune with a ~listenerls tastes~, the listener can
derive considerable satisfaction. The fact that individuals spend, on average, alinost
three hours per day listening to the radio would s&mm to imply that there is in fact
a rather important consumpt,ion element in ~radio listening.~ The other possible
coinponenl, of radio li. iening; is inosl, likely sometbing of a by-producl to 4he Ilrsl,.
One motive for listenj&ng to radio is to learn about new musical compositions to
help in the purchase of CDs — a motive based on future shopping plans.

It would seem, based on. casual observation', that for most users the first motive
dominates the second. It; would be diflicult to largtie that lthe lshoppiiig motive
dominates the consumption motive since it seems higgdylunlikely'hat individuals
would listen to radio for almost tlnee hours per day rrierely to learn which CDs to
purchase for the purpose of improving their listening experience of forty minutes
per day.s

These impacts of radio broadcast Qt neatly into a~ model that had been previ-
ously been created to analyze the impact of copying on the creator." of originals.
Liebovyitz (1981) identified three effects caused by copying: substitution, exposure,
and aftermarket effects.

The substitution efFect., as its name implies, occurs when someone forgoes the
purchs&se of the original (record) because they have access to an alternative (the
copy or in this case, radio play). The substitution eff&mt )zaaps nicely into the
consumption motive of radio listening. If a coPy Or altern@tivB is a replacement for
the purchase of an original, demand for the original falls, This cannot help but
harm the seller of originals.

2001 &iata found in the US Statistical. Abstz«ct, Ta'ble N 1102. Me-
dia Usage and Consuinez Spend.ing: 1996& to 2005. » Available online at
http: //www.census.gov/prod/2008pubs/02statab/infocom!pdf.'ee,for example, Alan Gzeenspan's testimony in. 1988 on the Home Iteczoding Act. Hearings
before the subcommittee on Patents, Copyrights and Trad'emarks, October 25, 1988.

This ignores the component of radio listening devoted to 'talk'hich obviously does not
normally have an exposure effect.

As long as the seller of the original does not receive extra payment, oz indirect appzopziatio'n.,
of the copy when. he sells the original, which is the aftez-niazket effect. If, foi example& everyone
makes one tape of each record they purchase, the seller can just raise the price of the record by
the amuont of value generated by the copy, which rotates the demand cuzv'e co&inter-clockwise.
The after-market, effect is clearly not relevant in the context of radio. See Liebowitz (1981j for a
fuller explan.ation.
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The exposure effect occurs when someone makes a purchase they would not
have made except for the fact that they were able to sample the product in another
venue (listening to a copy or on the radio). This maps nicely into the shopping
motive. Note that the exposure effect doesn't necessarily have a positive impact on
sales, and thus doesn't necessarily have an impact different than the substitution
effect. Learning more about a product prior to purchase may allow consumers to
derive greater utility from any single purchase. At any given price, however, they
may purchase fewer units because they become more quickly satiated. Producers,
therefore, may discover that their revenues fall when consumers can better sample
the products.

The exposure effect and substitution effect, therefore, are relevant to our analy-
sis. These two theoretical factors played an important role in the arguments made
during the Napster case. The economic experts for Napster argued that individuals
downloaded MP3s to safIIp/e songs (exposure effect). These experts suggested that
Napster users would purchase CDs containing the songs discovered through down-
loading. The experts representing the recording industry, on the other hand, argued
that downloading MP3s was undertaken as a replacement for the purchase of the
original (substitution effect). The court found the arguments made by the record-
ing industry experts to be more convincing and although the decision was probably
the correct one, the empirical support put forward by the recording industry was,
in my opinion, no stronger than that put forward by Napster defense.I2

By way of comparison, the exposure effect seems likely to be stronger in the case
of radio than in the case of MP3 downloads. Downloaders were unlikely to just
encounter music that they enjoyed since douTjloaders are required to look for music
using a search engine. Radio stations, in contrast, play music not chosen by and
often unknown to the listener. The listener's choice of the radio station or program,
however, reveals that the listener enjoys the particular genre of music played by the
station, increasing the possibility that the listener will encounter new music that
he or she will wish to purchase.

The substitution effect, at first blush, seems likely to be stronger in the case of
MP3 downloads than for radio play of music due to the fact that downloads provide
the listener with a copy of the song that has virtually identical attributes to the
purchased version. There would seem to be little reason to purchase the song under
these circumstances, leading to a very strong substitution effect. Listening to the
radio does not leave listeners with a useable alternative that can substitute for the
purchase of prerecorded music,

However, the activity of downloading files seems less likely to be a substitute
for listening to prerecorded music, whereas listening to radio is an activity that
can substitute for listening to prerecorded music. The three hours per day spent

I This is a variant of the "chocolate bar" or "light bulb" example sometimes found in textbooks.
Increasing the amount of chocolate in a bar, or increasing the longevity of bulbs, holding the price
of a bar or bulb constant, has uncertain impacts on the number of units sold and on the total
revenues. The elasticity of demand for the now less expensive underlying product (chocolate or
light output) determines whether revenues increase or decrease and whether units sold increase
or decrease.

usThe empirical evidence put forward to support the substitution effect was to compare sales
in record stores near universities to record stores not near universities, under the assumption that
college students were using Napster much more heavilly than ordinary record buyers. In principle
this test was fine but the results did not support the claimed results. See Liebowitz (2002), chapter
7.
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listening to radio are three hours that cannot be spent:listenmg to prerecorded
music. Since listening to prerecorded music generaUy'equired the purchase of the
prerecorded music, the more time individuals spend listening to radio the lese, time
spent listening to prerecorded music nnd the smaller the vohune of purchases of
prerecorded music.

As is often the case, only empirical evidence can tell us what impact radio broad-
cast has on the market for sound recordings.

8. THE IMPACT OF SOME ANALOGOUS TECHNOLOGIES

Before turning our attention to the empirical evidence relating'radio broadcasts
with on record sales, it is instructive to examine several other instances of new media
technologies. In this case I brieSy examine the impact of two new technologies on
the movie industry since tliis information will be helpful when examining radio sud
soilnd recordings.

3.1. The Impact of the VCR. It is common in this htern,turn, particularly in
the more popular press, to encounter the clnhn that 'c~t o'wne'rs always cr'y
wolf when a new technology appears to threaten the old, only ~later to ~discover that
the new technology was nothing short of a bonauss. This claim implies that foolish
copyright owners misunderstood the new technology'nd were fortunate to have
been thwarted in their attempts to restrict this ndw tdchnblogy.

Thcrc clearly have been times when tho industry wss dead'rong about s'tech-
nology. But that doesn't mean the industry wns always wrong.

One often reads pundits pointing out that VCRS were a boon to the movie
industry although the industry fought the VCR. This claim is not exactly coirect.

The facts are that shortly after the em~encle oil thh video recclrder, leading
movie producers did bring a copyright infringeinent cade (the Beteunax'ase) against
the producers of the device. Movie snd television program producers viewed these
devices as s threat to the industry. It is also true that the sale of prerecorded.
movies hns become a leading revenue source fbr nllovih prhduhers.l

But the threat posed by VCRS was not based on substitution of viewing video-
tapes instead of viewing the theatrical release. Nor wss it based on the possibiTity
of a homemade videotape substituting for the purchase of a cotnmerciaUy prere-
corded tape. Instead, it wns based on the fear that videotapes would allow users to
time-shift television programs and do so in s way that allowed them to avoid the
commercials.

This was a legitimate concern because broadcast television depends on commer-
cials for its revenues aud if increasing numbers of videorecorder users were to have
deleted commercials, television broadcasters would have lost the ability to psy for
the programs and movies that made up their 'broSdcnst SShedule.,'n

reality, the likelihood that consumers would have been able to skip many
commercials was very low. Since a single Inschme could not both record and play-
back at the same time, it is unlikely that average television households could have
used VCRs for sny but s small portion of. their viewing. For example, the average
television household watches almost 7 hours of television~ per day. Almost half of
this viewing occurs during the prune-time peri'od of 7:80-11:00 p.in. and a majority
of television revenues are generated during this prime-time period. If the average

lsIn the Central snd Mountain time zones the pride-tilme Iierio&k rude irom 6~10 ptn.
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household prefers viewing prime-time programs during the prime-time period, it
could not engage in a great deal of videotaping of prime-time programs unless it,

owned more than one VCR. At that time, use of multiple VCRs was not envisioned.
Assume, for example, that a household that normally watches 3 hours of pro-

gramming on Monday evenings cannot watch television one Monday and has taped
3 hours of prime-time programming from Monday's (M) programs. Assume now
that there are 3 hours of prime-time programming which members of the household
would like to watch on Tuesday night. They would not be able to simultaneously
watch the tapes of Monday's programs and record the programs that they would
then miss on Tuesday while they were viewing Monday's programs since a single
VCR cannot both record and playback at the same time. In other words, it is im-
possible to time-shift viewing by one day so as to skip commercials if the viewing of
tapes takes place during the same time period the programs are broadcast. In fact,
if members of the household enjoy watching 3 hours of prime-time television shows
every night, as does the average American household, they would have difficulty
fitting the three hours of Monday's taped programs into their future viewing unless
they increased their television viewing above what it would have been had they
not owned the VCR. This is a serious constraint on the size of any time-shifting
behavior.

In fact, no great time shifting carne to pass and the VCR did not damage the
television market. Eventually, it opened up an entire new market — the sale and
rental of prerecorded tapes — that proved a boon to the movie industry, as I discuss
below.

One of the interesting changes in technology is the current hard-disk based TIVO
which allows simultaneous playback and recording, as well as automatic deletion
of commercials. Because the TIVO removes the constraint of being unable to play
back and record at the same time, it poses a far greater threat to advertising
revenues than did the VCR. Television broadcasters have legitimate reasons to be
concerned, notwithstanding the lessons from the VCR.

Nevertheless, even the TIVO requires some efi'ort on the part of the viewer. If
past history is any indicator, there is every reason to believe that many users will
refrain from taking the effort to avoid commercials because the effort will seem
too great. That may have to be the best hope of the advertising-based broadcast
industry as technology continues to erode the intrusion of connnercials.

3.2. The Impact of Television on the Movie Industry. Television took au-
dience away from the movies. But television also made possible the VCR which
allowed the movie rental business to get started, and which has been a boon to the
industry. It is sometimes claimed that television, rather than destroying movies,
as was originally I'eared, nrerely brought a new source of revenues to the party,
allowing movie/television producers to gain from the new technology just as the
VCR allowed movie producers to benefit from a large new market for pre-recorded
movies.

~4There are other defensive actions that can be taken by the broadcast industry, the most
important among them is making it more difficult for the TIVO to detect when a commercial is
on when it is recording in 'commercial-skip'ode. At the moment the TIVO relies on information
contained in the broadcast itself to identify commercials.

I Typical is this statement found in an editorial in the May 6th 2002 edition of USA
Today, "Movie theaters throught television would ruin. them. Later, they feared the VCR.
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Unlike music, movies are usually seen. only once or twice, not over and: over
agiin, so the very concept of an exposure effect ii hmited. Also, television cannot
broadcast movies without contracting with the copyright'wner for pernussion to
do so. This prevents television from broadcasting movies until the owners of those
movies decide they want them broadcast, which happens to be long after theatrical
release Is

Since movies do not appear on television until after they have finished their
theatrical run, having a movie broadcast on television:cannot possibly enhance the
theatrical box office for the movie (i.e., no exposure effect for theatrical revenues)
although there might be some exposure efFect for the sale of DVDs arid videotapes
from individuals who watched part or all of a 'movie on television.

Because of this timing, television viewing of a movie cannot be a substitute for
the viewing of that movie in the theaters. Although vfewiiig a particular movie on
broadcast television cannot be a substitute for viewing that movie in the theaters,
the activity of watching television is an activity that cari substitute'or'going to
see a movie at a theater. Thus there is a strong potential substitution efFect in
the time spent viewing, particularly given the large autouzit of time sp'ent 'watching
television (approximately four hours per diy for adults) which'recludes the viewer
from engaging in other activities at the samei time and which pr'ovides a similar,
although smaller-scale, form of video entertainmeut.I7

Those who have examined this issue generally understand that television de-
livered a powerful blow to the movie industry. The movie mdustry was mature
when television became popular in the 1950s and was popular in a way that is hard
to imagine today. In the 1930s and 1940s, as revealed in Siguite 1I the average
American went to the movie theater approximately 30 times per year, compared to
the current frequency of approximately five times per year.is It is dear that the
frequency of movie attendance was far greater prior to tel'evision than it is now.'hepenetration of television into American households wss remarkably rapid
during the 1950s, increasing from 9% in 1950 to 8'EFo m. 1060. As one can see from
Figum 1, that period of time coincides well with a dmmatic drop in the number
of times Americans went to the movies per week. It also& unsurprisingly, coincides
with a large drop in movie box office revenues as a sh'are 'of p'ersdnal 'consumptiofi
expenditure, as seen in Figure 2.

The timing of the onset of the new, much lower, equilibrium is another datum
strongly supportmg the thesis that television viewing caused the change in movie

If Spiderman's $114 million weekend is any measure, both preditions were off." See
http://www.usatoday.corn/news/opinion/2002/05/07/edtWof.htm.

isMovie studios are masters at price discriminating through diferent markets over time, going
from high valued consumers (theaters) to video/pay~ cable and finally ~to broadcast ~television.
According to Vagal (2001) table 2.6, a viewing-hour in!1999 generated $4!50 in a theatre, $0.55 iu.

pay cable/home video, and $0.06 on broadcast television.,
"This is likely to become more accurate as the use of large high definition telsvisions with

surround sound become more comm on.
isSource: Screen Source at http://mew.smug.org'/~src/theatre facts.html. There was

one problem with the data provided at this source. Values were given from attendance, average
ticket price and bcx ofilce gross. The first two variables, if multiplied together, should eAIual the
third, and usually did. But there were major inconsisthnci4s in the 4arly~1960s and the 1980s. In
some cases, the listed attendance figures seemed less reasonable than an attendance figure derived
from ticket prices and total revenues. Nevertheless, iu Figure 1 I used the listed admissions values
since it makes little difference for our purposes and it provides an additional five years of data.
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F IGURE 2. Box Office lIS Share of Personal Con sumption

attendance. By 1960, hou seholds were spending over five hours per day watch­
ing television and hy 1965 tel evision 's pen etration was almost complete at 92% of
households. The full effect of television, therefore, should have been felt . At the
same time, movie attendance and revenue as a share of personal consumption had
entered the modern era which has shown remarkable stability for four decades a t ap­
proximately 5 viewings per year and approximately 0.15 % of personal consumption
expenditures.

Movies clearly have lost much of their market to the activity of viewing television.
Although the evidence is overwhelming that television had a devastating impact on
the t radi tiona l movie industry in te rms of t heatrica l admissions and revenues, thc re
is somewhat more to the story.

Broadcas t television provided the audience and the rationale for th e early cable
television indust ry, The cable networks that a rose over th e yea rs had a superior
revenue generation model than broadcast teicvision since cable networks had both
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attendance. By 1960, households were spending over flve hours per day watch-
ing television and by 1965 television's penetration was almost complete at 92% of
households. The full effect of television, therefore, should have been felt. At the
same time, movie attendance and revenue as a share of personal consumption had
entered the modern era which has shown remarkable stability for four decades at ap-
proximately 5 viewings per year and approximately 0.15% of personal consumption
expenditures.

Movies clearly have lost much of their market to the activity of viewing television.
Although the evidence is overwhelming that television had a devastating impact on
the traditional Inovie industry in terms of theatrical admissions and rcvcnucs, there
is somewhat more to the story.

Broadcast television provided the audience and the rationale for the early cable
television industry. The cable networks that arose over the years had a superior
revenue generation model than broadcast television since cable networks had both



102 STAN J . LIE BOW ITZ •advertising and subscription fees as potential sources of revenues whereas broad­
cast televi sion only had advertising . Eventually, cable televi sion networks largely
displaced broadcast television as an importan t market for movies that had finished
their theatrical releases.

Similarly, th e advent of the VCR , which was itself dependent on t he exis te nce
of television sets, allowed th e movie industry to tap directly into the view-a t­
hom e phenomenon by selling prerecorded tapes. According to numbers in Vo­
gel 's tex t (see Vogel, 2(01) that I have repackaged in Table 1, hom e-vid eo rev­
enues to movie st udios were double those of theatrical release in 2000, and pay­
cable/networks/syndication revenues from movies were virtually the same as the­
atrical release revenues.l ''

The invention of broadcast television, which was revenue-depleting to movie
studios, opened the door for th ese later revenue-enhancing technologies . What
then is the net effect tha t television has wrou ght?

Ta ble 1: Vogel's Estimates of Film Indust ry Revenue
ThCl:ltrical Relea:se $3,100 19.25Yo
Home video $7,800 48.45%
Pay Cable $1,600 9.94%
Network Television $300 1.86 Yo
Television Syndication $800 4.97%
Made for T V $2,500 15.53%
$ in million s. Est imates for year 2000: Foreign
revenu es excluded . From Table 2.8, pg. 62--------'

Th e numb ers in Table 1 indicat e t ha t th ese additional sources of revenues might
have quadrupled movie revenu es beyond their simple theatrical levels if you exa mine
only revenu es from films made for theat rical exhibit ion. If you add in movies that
were made for television , revenues quintuple.

Yet box office revenue as a share of personal consumption expenditure is currently
at about 0.12%. This is one eighth the level of th e 19308. Since these additional
te levision related revenue sources appear to be less than eight t imes current theatri­
cal revenu es, one would conclude , using this admittedly back-of-the-envelop e level
of detail , that the net effect of television on movie revenues is still negative. T he
impact appears even mor e negative in comparison to overall ente rt ainment's sha re
of personal consumption expenditures, which rose from 5.5% to over 8% over this
period. Movies might have been expected to participa te in t his growt h, if not for
th e introduction of tel evision.P?

One final poi nt worth noting is that the policy impli cations are very differen t for
television damaging t he movie business tha n for, say, MP3s damaging th e sound
recording industry. In t he former case consumers swit ch to a different , preferred
product. The damage to th e movie indust ry occu rs because consumers no longer
consume movies. There is no market failure. In th e latter case consumers continue
to consume t he same music, but the existence of MP3s cuts off th e payment st rea m

19Tab le 2.8 in Vogel (2001). Unfortunate ly, t hese data in Vogel need to be taken with a gra in
of sa lt since t here are apparent inconsist encies . His table 2.5 impl ies that Pay Cable revenu es
are a lmost as large as ho me video and two and a ha lf t imes as large as network and synd icated
te lev ision added together . Also, his Figure 2.9 implies t hat Pay Cable is be tween 15% and 20%
of tota l revenue, much higher t han in his Table 2.8.

20See Vogel (2001), page 21.
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advertising and subscription fees as potential sources of revenues whereas broad-
cast television only had advertising. Eventually, cable television networks largely
displaced broadcast television as an important market for movies that had finished
their theatrical releases.

Similarly, the advent of the VCR, which was itself dependent on the existence
of television sets, allowed the movie industry to tap directly into the view-at-
home phenomenon by selling prerecorded tapes. According to numbers in Vo-
gel's text (see Vogel, 2001) that I have repackaged in Table 1, home-video rev-
enues to movie studios were double those of theatrical release in 2000, and pay-
cable/networks/syndication revenues from Inovies were virtually the same as the-
atrical release revenues.

The invention of broadcast television, which was revenue-depleting to movie
studios, opened the door for these later revenue-enhancing technologies. What
then is the net effect that television has wrought?

Table 1: Vogel's Estimates of Film Industry Revenue
Theatrical Release
Home video
Pay Cable
Network Television
Television Syndication
Made for TV

$3,100 19.25 o

$7,800 48.45 c

1,600 9.94 c

$300 1.86 c

800 4.97 c

$2,500 15.53 c

in millions. Estimates for year 2000: Foreign
revenues excluded. From Table 2.8, pg. 62

The numbers in Table 1 indicate that these additional source of revenues might
have quadrupled movie revenues beyond their simple theatrical levels if you examine
only revenues from films made for theatrical exhibition. If you add in movies that
were made for television, revenues quintuple.

Yet box office revenue as a share of personal consumption expenditure is currently
at about 0.12%c. This is one eighth the level of the 1930s. Since these additional
television related revenue sources appear to be less than eight times current theatri-
cal revenues, one would conclude, using this admittedly back-of-the-envelope level
of detail, that the net effect of television on movie revenues is still negative. The
impact appears even more negative in comparison to overall entertainment's share
of personal consumption expenditures, winch rose frofn 5.5% to over 8% over this
period. Movies might have been expected to participate in this growth, if not for
the introduction of television.

One final point worth noting is that the policy implications are very different for
television damaging the movie business than for) say) MP3s damaging the sound
recording industry. In the former case consumers switch to a different, preferred
product. The damage to the movie industry occurs because consumers no longer
consume movies. There is no market failure. In the latter case consumers continue
to consume the same music, but the existence of MP3s cuts off the payment stream

tsTable 2.8 in Vogel (2001). Unfortunately, these data in Vogel need to be taken with a grain
of salt since there are apparent inconsistencies. His table 2.5 implies that Pay Cable revenues
are almost as large as home video and two and a half times as large as network and syndicated
television added together. Also, his Figure 2.9 implies that Pay Cable is between 15% and 20%
of total revenue, much higher than in his Table 2.8.

See Vogel (2001), page 21.
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that consumer would be willing to pay if proper ty rights were more easi ly enforced .
Disconnecting consumption from payment , as MP3s do, clea rly ca uses a market
failure since uni ts of music wit h net socia l value will no lon ger be produced .

4. THE I I\IPACT OF R ADI O ON THE P RE-RECORDED M USIC MARKET

This backdrop now brings us to t he main topic of the paper : the im pact of radio
on sound recordings .

At the time of radio's introduction, the idea of t ra nsmitting entertainment and
news through the airwaves was revolutionary. New inst itutions an d new bu siness
models were developed to take advantage of th is technological breakthrough , incl ud­
ing t he idea of using advert ising to supp ort the market , which has largely continued
to this day.

Radio grew int o a major indust ry, with a profound influence on t he culture and
social mores . Although it was la ter to be eclipsed by televis ion , it cont inues to
this day to be one of the major forms of ente rtainment, with the ave rage American
list ening to approxima tely three hours of radio per day.21

Radio st ations generate positi ve values to list eners , as evide nce d by the will­
ingness of listeners to spend several hou rs each day lis tenin g to radio even though
they have to pu t up with advertising. Adver tiser s pay for the righ t to place thcir
ad verti semen ts in radio programming, generating the revenu es upon which private
radio stations depend for their existence.

We have already discussed the two possibl e imp act s that radio might have ­
substitution and exposure. It is likely that both effects are at work at anyone
time. T he relative strength of each, however , det ermines the overall impact of
radio on record sales .

The prevailin g view is that radio play enhances the market for pre recorded mu sic.
Much of this view can be t raced to the fact that firms in t he record ing ind us t ry
ca refully cult ivate their rela tionshi p wit h radio broadcasters to make sure that
radio stations play their recordings . Often, this cult ivation crosses over into what
is known as "payola" , a pejorative te rm indicating that record com panies are paying
radio st ations, station programmers, or disc-jockeys to pay parti cular recordings.
This is discus sed more fully in section IV below.

As we sha ll see, t he recording indust ry underwent a devastating decline shortly
after t he advent of radi o. Even some commentators who ass ign the cause of the
recording industry 's declin e to radio's emergence believe that the major impac t of
radio on record sales changed from substit ution to exposure, an d that radio now
enhances the sales of recordings. For example, acc ording to the BBe website:22

The record indust ry had spent the firs t twenty years of t he cen­
t ury conv incing the public tha t t hey needed a source of music in
t he home but they didn't foresee the possibility t hat it may be free.
Unfortunately, The Radio Co rporation of America (RCA) had by
t he early 1920s started muss-producing commercia l radios which,
while acous tically inferior , offered a far wide r range of news, d ra ma
a nd music . The reco rd companies retaliated by drawing up con­
t racts for their major artists, forbidd ing them to work for this rival
medium. T his move to limit radio 's ou tput was doo med to fa ilure

21 Arbitron claims t hat 20 hours per week is th e average.
22See http: / /www .bbc.co.uk/mus ic/feet ures/ vinyI/1 9201929.shtml.
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that consumer would be willing to pay if property rights were more easily enforced.
Disconnecting consumption from payment, as MPSs do, clearly causes a insrket
failure since units of music with net social value will no longer be produced.

4. THE IMPACT OF RADIO ON THE PRE-RECORDED MUSIC MARKET

This backdrop now brings us to the main topic of the paper: the impact of radio
on sound recordings.

At the time of radio's introduction, the idea of transmitting entertainment and
news through the airwaves was revolutionary. New institutions and new business
models were developed to take advantage of this technological breakthrough, includ-
ing the idea of using advertising to support the market, which has largely continued
to this day.

Radio grew into a major industry, with s profound influence on the culture snd
social mores. Although it was later to be eclipsed by television, it continues to
this dsy to be one of the major forms of entertainment, with the average American
listening to approximately three hours of radio per day.2

Radio stations generate positive values to listeners, as evidenced by the will-
ingness of listeners to spend several hours each day listening to radio even though
they have to put up with advertising. Advcrtiscrs psy for thc right to place their
advertisements in radio programming, generating the revenues upon which private
radio stations depend for their existence.

We have already discussed the two possible impacts that radio might have—
substitution and exposure. It is likely that both effects are at work at any one
time. The relative strength of each, however, determines the overall impact of
radio on record sales.

The prevailing view is that radio play enhances the market for prerecorded music.
Much of this view can be traced to the fact that firms in the recording industry
carefully cultivate their relationship with radio broadcasters to make sure that
radio stations play their recordings. Often, this cultivation crosses over into what
is known as "payola", a pejorative term indicating that record companies are paying
radio stations, station programmers, or disc-jockeys to pay particular recordings.
This is discussed more fully in section IV below.

As we shall see, the recording industry underwent a devastating decline shortly
after the advent of radio. Even some commentators who assign the cause of the
recording industry's decline to radio's emergence believe that the major impact of
radio on record sales changed from substitution to exposure, and that radio now
enhances the sales of recordings. For example, according lo the BBC web ite:

The record industry had spent the first twenty years of the cen-
tury convincing the public that they needed a source of music in
the home but they didn't foresee the possibility that it may be free.
Unfortunately, The Radio Corporation of America (RCA) had by
the early 1920s started mass-producing commercial radios which,
while acoustically inferior, offered s far wider range of news, drama
and music. The record companies retaliated by drawing up cori-
tracts for their major artists, forbidding them to work for this rival
medium. This move to limit radio's output was doomed to failure

uiArbitron clsiins that 20 hours per week is the sversge.
uuSee http: //www.bbc.co.uk/inusic/features/vinyl/19201929.shtinl.
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as new vacuum tube amplifica tion rapidly improved recep tion and
sound quality. Record sales plummeted.

Neverth eless, the BB e con tinues:

Vietor subsequently brought ou t a machine that could reproduce
t hese [recording] innovations, and the increase in fidelity finally
ended th e drop in sales... Shortly afterward, players and radios
were combined, ending rivalry between media . In fact , the new
entertainment conglomerates could now use one (radio) to promote
the other (records) and a whol e new agp. of marketing was npon
us.

•

We shall have more to say about t his history in the next section.

4.1. Some Natural Experiments. Determining the empirical relationship be­
tween radio listening and th e purchase of prerecorded music is no t a simple ta sk.
If one could design an experiment to test thi s rela tionship, one possibility would
be to prevent radio broadcast of music in some randomly chosen localities while
continuing it in ot hers and t hen comparing the sa les of records in the areas wit h and
without radio broadcas ts of music. Unfort unately setting up such an expe riment is
not within the capability of this, or probably any, researcher .

Alternatively, if one had sufficiently good data and sufficient understanding of
the various exogenous and endogenous relationships , one might design a structural
equation system to try to statist ically determin e the net impact of radi o on record
sa les. F inding sufficiently plentiful and high quality da ta is a daunting if not im­
possible task, however, and the re are a lways question s abou t t he validi ty of any
particular structural equation model.

T he method I have chosen , therefore, is to examine two na tural experiments
that allow a before/ after comparison of radio's impact on record sales. One natural
experiment occur red wit h th e ad vent of radio in the US, whieh occurred during the
decade of the 1920s and 1930s . T he second natural experiment was the bela ted
introdu ction in the last three decad es of the twentiet h cent ury of commercial radi o
into a Brit ish market that already had a well established record industry and public
broadcasting entity.

Neither of these natural experiments is perfect , bu t both should be ca pable of
providing useful insights .

4.2. Radio's Introduction in America. The recording indust ry was already
fairly well est ablished in the US when radi o came upon th e scene. Radio grew
rapidly and became the primary entertainment med ium in the country in a fairly
short time. T he impact of radio on the record industry appears to have been quite
dramati c.

4.2.1. A Brief History of the Recording Industryf3. Thomas Edison invented a t in­
foil recording process in 1877 which he soon improved by repla cing t he tinfoil with
wax cylinders. To avoid Edison's pat ents, E mile Berliner developed in the late
1880s a com peting recordin g tech nology based on discs , which carne to be known

23Some of th e material for this secti on is based upon Morton (2000) , and also
from a very nice history that can be found at t he BBC 's "Hist ory of Vinyl" page :
http: / /www.bbc.co.uk / muetc/features /vtnyl/.
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as new vacuum tube amplification rapidly improved reception and
sound quality. Record sales plummeted.

Nevertheless, the BBC continues:

Victor subsequently brought out a machine that could reproduce
these [recording] innovations, and the increase in fidelity finally
ended the drop in sales... Shortly afterward, players and radios
were combined, ending rivalry between media. In fact, the new
entertainment conglomerates could now use one (radio) to promote
the other (records) and a whole new age of marketing was upon
us.

We shall have more to say about this history in the next section.

4.1. Some Natural Experiments. Determining the empirical relationship be-
tween radio listening and the purchase of prerecorded music is not a simple task.
If one could design an experunent to test this relationship, one possibility would
be to prevent radio broadcast of music in some randomly chosen localities while
continuing it in others and then comparing the sales of records in the areas with and
without radio broadcasts of music. Unfortunately setting up such an experiment is
not within the capability of this, or probably any, researcher.

Alternatively, if one had sufficiently good data and sufficient understanding of
the various exogenous and endogenous relationships, one might design a structural
equation system to try to statistically determine the net impact of radio on record
sales. Finding sufficiently plentiful and high quality data is a daunting if not im-
possible task, however, and there are always questions about the validity of any
particular structural equation model.

The method I have chosen, therefore, is to examine two natural experiments
that allow a before/after comparison of radio's impact on record sales. One natural
experiment occurred with the advent of radio in the US, which occurred during the
decade of the 1920s and 1930s. The second natural experiment was the belated
introduction in the last three decades of the twentieth century of commercial radio
into a British market that already had a weII established record industry and public
broadcasting entity.

Neither of these natural experiments is perfect, but both should be capable of
providing useful insights.

4.2. Radio's Introduction in America. The recording industry was already
fairly well established in the US when radio came upon the scene. Radio grew
rapidly and became the primary entertainment medium in the country in a fairly
short time. The impact of radio on the record industry appears to have been quite
dramatic.

4.2.1. A Brief History of the Reconfing Industry . Thomas Edison invented a tin-
foil recording process in 1877 which he soon improved by replacing the tinfoil with
wax cylinders. To avoid Edison's patents, Emile Berliner developed in the late
1880s a competing recording technology based on discs, which came to bc known

nsSome of the material for this section is based upon Morton (2000), and also
from a very nice history that can be found at the BBC's "History of Vinyl" page:
http://www.bbc.co.uk/music/features/viny%
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ti S the gramophone. A ha ttie between th e cylinder and the disc took place over
several decades but discs had won the day by 1920. Edison's company introduced
its own disc , known as th e 'Diamond Disc' with great fanfa re and in a precursor
to th e ubiqui tous "is it live or is it Memorex" commercials , em barked on pu blic
demonstrations asking the public to guess whether they were hearing live perform­
ers or a disc. Supposedly, millions of Americans took thi s tes t between 1915 and
1925.

At th is time, the recording industry was still engaged in acoustic recording.
There were no microphones and no amplifiers. Singers, for example, shouted into
a recording hom and the sound energy was converted into a mechanical signal on
t he disc. In t he mid 19208 engineers at Westem Elect ric devised a new method
for performers to sing into microphones, which converted the sound into electric
currents controlling an electromagnetic record cutter, to produce a recording . These
discs were identical in playback format to the old discs an d cou ld he played on
the older equipment. Many phonographs of the time still rep roduced the sound
acoustically, without electrical amplifiers.

Statistic.'l provided by th e Recording Industry Association of America (HIAA)
indicate that sales of records were quite robust in 1921, the first year for which I
have data and, ironically, the first year of commercial radio. As shown in Figure
3, sales revenues were almost $600 million in 1921, using 1983 dollars. To pu t this
value in perspective, sales revenue in 1950 was only 33% higher, in rea l dollars, and
revenue pcr capita was actually slightly lower in 1950. Thus market for records was
fairly mature in 1921, a t least in tenus of th e revenues generated.

As documented in Figure 3, for almost twenty years after 1921 th e market went
nowhere but downhill.

TIle earli er quote from the BBC claimed that the sales decline came to an end
when radio and th e recording industry equalized quality and learned to take advan­
tage of each other 's st rengths. In fact , al though sales did stop their decline from
1926-1929, they remained well below their 1921 levels. Further , the apparent slight
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as the gramophone. A battle between the cylinder and the disc took place over
several decades but discs had won the day by 19M Edison's company introduced
its own disc, known as the 'Diainond Disc'ith great fanfare and in a precursor
to the ubiqciitoiis "is it live or is it, Memorex" commercials, embarked on public
demonstrations asking the public to guess whether they were hearing live perform-
eis or a disc. Supposedly, millions of Aniericans look this test between 1915 ainl
1925.

At this time, the recording industry was still engaged in acoustic recording.
There were no microphones and no amplifiers. Singers, for exainple, shouted into
a recording horn and the sound energy was converted into a mechanical signal on
the disc. In the mid 1920s engineers at %cestern Electric devised a new method
for performers to sing into microphones, which converted the sound into electric
currents controlling an electromagnetic record cutter, to produce a recording. These
discs were identical in playback format to the old discs and could be played on
the older equipment. Many phonographs of the time still reproduced the sound
acoustically, without electrical ainplifiers.

Statistics provided by the Recording Industry Association of America (RIAA)
indicate that sales of records were quite robust in 1921, the first year for which I
have data and, ironically, the first year of commercial radio. As shown in Figure
3, sales revenues were almost $600 nullion in 1921, using 1983 dollars. To put this
value in perspective, sales revenue in 1950 was only 3&o higher, in real dollars, and
rcvcnuc pcr capita N~ actually slightly lower in 1950. Thus market for ivcords was
fairly mature in 1921, at least in terms of the revenues generated.

As documented in Figure 3, for almost twenty years after 1921 the market went
nowhere but downhill.

The earlier quote from the BBC claimed that the sales decline came to an end
when radio and the recording industry equalized quality and learned to take adnm-
tage of each other's strengths. In fact, although sales did stop their decline from
1926-1929, they remained well below their 1921 levels. Further, the apparent slight



106 ST AN J . LIEB OWITZ •increase in the late 19208 occurred during a period of rapid econom ic growth when
a more rapid increase in record sa les migh t have been expec ted.

The drop in record sales that occurred after 1929 was far more precipitous than
the drop during 1921-25. Clearly th e depression must ha ve had a large role in this
painful declin e, beginning as it did righ t afte r the stock market crash . The market
for records dropped by more than 90% from 1929 to 1933. Out a lt hough it is easy
to blame most of th e drop, or even the enti re drop, on th e depression , we should
look a lit tl e more ca refully at other clues that might provide some addit ional insight
before we at tribu te the ent ire decline to the depression .P"

A somew hat different view of the vicissitudes of th e recording indust ry can be
gleaned from Figure 4 which measures record sa les bo th as a perce ntage of C D?
and in sa les per capita . As can be seen, the fall in record industry revenu es was far
greate r than the fall in CD? , since as bad as t he depression was, the 26% drop in
C D? was, thankfully, nowhere near th e 90% decline experienced by t he recording
indust ry.

It is conceivable that extremely high income elas ticities for sound recordings were
responsibl e for the declin e in record sa les being so much larger than the declin e in
income in the early 1930s, but such elast icities are inconsistent wit h the declin e in
record industry revenu es tha t occurred in the 1920s , a t a time when the economy
was experiencing robust growth (48% from 1921 to 1928). The elast icit ies that
would be implied if t he depression were to be given credit for t he ent ire drop
in record sales are a lso inconsistent with the rather pedestrian improvement in
recording industry revenue that occurr ed in the decade aft er W\VII.

By way of comparison, the movie indust ry, which suffered a se rious decline from
1929 to 1932, came back st rongly afte rwa rd, matching its pre-depression values (at
leas t in attendance) by 1935, as can be seen in Figure 1.25 We will see below that
radio cont inued to grow rapidly through the depression . Yet th e market for records
did not show signs of life un til 1938 and even the n failed to approac h the levels
seen in t he early 19208. As Figure 4 makes clea r, even the n record sales fail ed to
keep up wit h t he gro wth in the economy since it isn 't un til after the war that sa les
return to pre-depression values as measured by share of C DP.

C iven this evidence , it seems difficul t to blame the ent ire magnitude of the
declin e in sound recording revenu es during th e depression on t he macro economy
alone. The recording indust ry appears to have had some other fact or(s) hindering
its pe rformance, both immediately before th e depression and conti nuing t hrough
the depression . The most obvious candidate is th e competit ion from the radi o
industry.

4.2.2. A Very Brief History of Radio. Radio, of course, did not suddenly a rise fully
form ed. T here were many experiment al broadcas ts and many ama teur sta t ions. Yet

24The BBC hist ory blames the decline ent ire ly on th e depression. T hey st ate : "If market
forces affected the recording industry, th e Great Crash of 1929 cha nged it irrevocab ly as [sic]
leisure item s such as electrical items becomi ng luxury goods. T homas Ed ison 's cy linders and d iscs
ceased producti on ent ire ly, wh ile smaller independent s were swallowed by new co nglomerates t hat
could weather the eco nomic sto rm... For th e first tim e bu siness inte res ts overt ook artisti c ones.
While pander ing to mass market s creat ed a cert ain du mbi ng-down in t he outp ut, th e effects of
mass-prod uct ion did result in a large drop in pr ice of record s... On e very significa nt part of th e
market did, however remain boyant - the Juke-box."

25It took the movie ind ustry an add it ional two year s to essentially catc h up to to ta l revenue
from 1929.
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increase in the late 1920s occurred during a period of rapid economic growth when
a more rapid increase in record sales might have been expected.

The drop in record sales that occurred after 1929 was far more precipitous than
the drop during 1921-25. Clearly the depression must have hsd a large role in this
painful decline, beginning as it did right after the stock market crash. The market
for records dropped by more than 90% from 1929 to 1933. But although it is easy
to blame most of the drop, or even the entire drop, on the depression, we should
look a little more carefully at other clues that might provide some additional insight
before we attribute the entire decline to the depression.ss

A somewhat different view of the vicissitudes of the recording industry can be
gleaned from Figure 4 which measures record sales both as a percentage of GDP
and in sales per capita. As can be seen, the fall in record industry revenues was far
greater than the fall in GDP, since as bad as the depression was, the 26% drop in
GDP was, thankfully, nowhere near the 90% decline experienced by the recording
industry.

It is conceivable that extremely high income elasticities for sound recordings were
responsible for the decline in record sales being so much larger than the decline in
income in the early 1930s, but such elasticities are inconsistent with the decline in
record industry revenues that occurred in the 1920s, at a time when the economy
was experiencing robust growth (48% from 1921 to 1928). The elasticities that
would be implied if the depression were to be given credit for the entire drop
in record sales are also inconsistent with the rather pedestrian improvement in
recording industry revenue that occurred in the decade after WWII.

By way of comparison, the movie industry, which suffered a serious decline from
1929 to 1932, came back strongly afterward, matching its pre-depression values (at
least in attendance) by 1935, as can be seen in Figure 1.2s We will see below that
radio continued i,o grow rapidly through the depression. Yet the market for remrds
did not show signs of life until 1938 and even then failed to approach the levels
seen in the early 1920s. As Figure 4 makes dear, even then record sales failed to
keep up with the growth in the economy since it isn't until after the war that sales
return to pre-depression values as measured by share of GDP.

Given this evidence, it seems diflicult to blame the entire magnitude of the
decline in sound recording revenues during the depression on the macro economy
alone. The recording industry appears to have had some other factor(s) hindering
its performance, both immediately before the depression and continuing through
the depression. The mtxtt obvious candidate is the competition from the radio
industry.

4.2.2. A Very Brief History of Jfadio. Radio, of course, did not suddenly arise fully
formed. There were many experimental broadcasts and many amateur stations. Yet

neThe BBC history blames the decline entirely on the depression. They state: "If market
farces effected the recording industry, the Great Crash of 1929 changed it irrevocably as [sic)
leisure items such as electrical items becoming luxury goods. Thomas Edison's cylinders and discs
ceased production entirely, while smaller independents were swallowed by new conglomerates that
could weather the economic storm... For the first time business interests overtook artistic ones.
While pandering to mass markets created a certain dumbingMown in the output, the effects of
mass-production did result in a large drop in price of records... One very significant part of the
market did, however remain boyant — the Juke-bax."

salt took the movie industry an additional two years to essentially catch up to total revenue
from 1929.
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FIG URE 4. Two Measures of the Recordi ng Indust ry

•
the first commercial American radio station is generally accepted as being KDKA in
Pittsburgh, going on the air continuously in November of 1920. umerous stations
went on the air in the next few years, and by 1923 the number of stations was over
500, which remained the approximate equilibrium value for the next fifteen years .26

The number of homes with radios grew somewhat more slowly. In 1922 it was
claimed that 1 million households were going to own radios before year end. In 1926,
at. the time of the format.ion of BC, it was claimed that 5 million households had
radio, out of a to tal of 26 million, for a penetration rate of 20%.27 The penetration
rate of radio appears to have reach ed two thi rds of all households by 1935.28 Clearly,
the penetration of radio largely occurred from the early 19208 until the late 193Ul .29
National broadcasting networks, with t heir superior production values , arose in the
mid to late 1920s.

Not only did people buy radios, they used them. It is a fairly remarkable tes­
tament to the power of this new med ium that duri ng the depression households
would sp end the money required to purchase a radio receiver.

4.2.3. huerpreuu ion . From 1921 0 11, the story of radio was one of co nstant growth
for the next two decades. This is the inverse of the recording industry, which had
fair ly constant decline over this period. There arc good reasons to think that this
relationship is more than happenstance.

26R.eported in Figure I in Haz tet t (1997) . Ha zlett 'Adata are t ake n fro m Bu reau of t he Cen s us,
27NBC was cre ated by R adi o Corpora t ion of America (RCA), the worl d 's lar gest prod ucer of

radio sets at t he ti me, based upon a stat ion p urchased from AT &T . RCA took out large advertise­
men ts in newspapers in September of 1926. In t he advertisement it was clamed t hat at t hat t ime 5
million homes had rad io, with 21 mill io n yet to have a rad io. This wou ld be a penetration rate of
19.2 %. A copy of th e ad vertisement ca n be found here ht tp :/ / earlyrad ioh istory.us/1 926nbc .ht m.

28Accordin g to http:/ /history.acusd .ed u/gen/recording / radi02.ht ml.
29Accord ing to Hettinger (1971), page 42, Table II, t he numbe r of r ad io receivers in t he US

(in millions) from 1923 unt il 1932 was: 1.5,3,4,5, 6.5,7.7,9, 12, 15, 16.68. From Figure 2 in
Haalert's Columbia La w Rev iew article , a s imilar, fair ly smooth increase is shown.
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the first commercial American radio station is generally accepted as being KDKA in
Pittsburgh, going on the sir continuously in November of 1920. Numerous stations
went on the air in the next few years, and by 1923 the number of stations wss over
500, which remained the approximate equilibrium value for the next fifteen pumrs.~

The number of homes with radios grew somewhat more slowly. In 1922 it was
claimed that I million households were going to own radios before year end. In 1926,
at the time of thc formation of NBC, it wss claimed that 5 million households had
radio, out of a total of 26 million, for a penel,ration rate of 20%%. The penetration
rate of radio appears to have reached two thirds ofall households by 1935.2& Clearlv,
the penetration of radio largely occtnTtxl from the carly 1920s until the late 193%.~
National broadcasting networks, with their superior production values, arese in the
mid to late 1920s.

Not only did people buy radios, they used them. It is a fairly remarkable tes-
tament to the power of this new medium that during the depression households
would spend the money required to purchase s radio receiver.

4.2.3. Interprptation. From 1921 on, the story of radio wss one of conslant growth
for the next two decades. This is the inverse of the recording indust.ry, which hsd
fairly constant decline over this period. There arc good reasons to think that this
relationship is ntore than happenstance.

zsReported in Figure I in Hazlett (1997). Hazlett's data are taken from Bureau of the Census.
z7NBC was cmated by Radio Corporation of America (RCA), the world's largest producer of

radio sets at the time, based upon a station purchased horn ATtrT. RCA took out large advertise-
ments in newspapers in September of 1926. In the adverturemeut it was clamed that at that time 5
million homes had radio, with 21 million yet to have a radio. This would be a penetration rate of
19.2'Yo. A copy of the advertisement can be found here http: //earlyradiohistory.us/1926nbc.htm.

zsAccording to http://history.acusd.edu/gen/recording/radio2.htrnl.
usAccording to Hettinger (1971), page 42, Table II, the number of radio receivers in the US

(in millions) from 1923 until 1932 was: 1$ , 3, 4, 5, 6.5, 7.7, 9, 12, 15, 16.6&. From Figure '2 in
Hazlett's Columbia Law Review article, a similar, fairly smooth increase is shown.



108 STAN J. LI EBOWITZ •Listening to radio or sound recordings could both be don e a t home. Th e aco us tic
quali ty of radio was often bet te r than wha t was available with ea rly recordi ngs .
Soun d recordings in th e 19208 and 19308 tend ed to allow only four minutes or so
of play on a side before another record would have to be loaded onto the platter ,
making them fairl y inconvenient for listeni ng to music at long stretches. It is not
surp rising, therefore, that the re was a reasonable substit ution effect that hurt the
market for records .

If there was a strong substitution effect between lis tening to rad io and listening to
phonographs then t he decline in record sales can easily be explained by the growth
in radio. T he st rong decline in record sales implies th a t either there was lit tle or
no exposure effect, or that the subst it ution effect was over whelmingly domina nt

The timing of radio's asce ndance and the record indust ry 's fall see ms more t han
coinc identa l. T here are some other alternatives tha t migh t be suggested, however .
The movi e indust ry also was also likely to be subst it utes for the consumers' enter­
tainment dollar. Yet there is a st ronger case for radio having the major impact.
Radio was aud io based, as wer e records, radio was music based , as were records,
and radio was listened to in the home, as were records . It is also t he case that movie
"t a lkies" began in the mid 19208 and attendance skyrocketed from 1926 to 1929 ,
yet in t hose particular years record sales were hardly affected as would have been
expec ted if movies were resp onsibl e for the declin e in record s sa les that occ urred
(see Figure I). Furth er , the record industry had a dismal performan ce during the
19308, yet movies did no t grow in th at decad e - radio did .

Thus the evidence supports a claim that rad io was stro ngly detrimental to record
sa les during this period.

O th ers have commented on this possibility as well. Acco rding to Morton (2000) ,
page 26:

"Reco rd companies welcome d t he subsequent t ran sfer of electrical
technology from radio and mo tion pictures to the phonograph in­
dustry, bu t hated the effect these two new forms of entertainment
had on the record bu siness. Radio was the biggest threat. On the
eve of broadcasting 's debut, between 1914 and 1921, record sales
had doubled, largely because of sales of popula r music. With the
inauguration uf network radio ill the middle 1920s, the ma rket fur
popular recordings collapsed, resu lting in a number of compa nies
leaving the field or changing ownership."

The timing of t he growt h in record sales beginning in 1955 is also int eresting
al though I would hesitate to draw too mu ch from it . Returning to Figure 4, a
sustained rise in the fortune of the record indust ry began at the sa me time that
television began to eclipse radio as the dominant ente rt ainment medium in the
country in terms of viewers '/Iisteners' t ime. Did the shift away from rad io as
the premier entertainment medium in the count ry allow t he recording indust ry to

breakout of it s longtime doldrums? Perhaps, but some al tern a tive explanations
such as the rise of ro ck and roll , or t he rise in the Long Playin g record have enough
st rength as alternatives to preclude a clear affirmative answer .

4.2.4. Caveats. Clearly, th e imprecision in these data , the fluid ity of the content
and technology, and the changing market condi tions all make it impossible to have

•

•

108 STAN J. LIEBOWITZ

Listening to radio or sound recordings could both be done at home. The acoustic
quality of radio was often better than what was available with early recordings.
Sound recordings in the 1920s and 1930s tended to allow only four minutes or so
of play on a side before another record would have to be loaded onto the platter,
making them fairly inconvenient for listening to music at long stretches. It is not
surprising, therefore, that there was a reasonable substitution effect that hurt the
market for records.

If there was a strong substitution effect between listening to radio and listening to
phonographs then the decline in record sales can easily be explained by the growth
in radio. The strong decline in record sales implies that either there was little or
no exposure effect, or that the substitution effect was overwhelmingly dominant

The timing of radio's ascendance and the record industry's fall seems more than
coincidental. There are some other alternatives that might be suggested, however.
The movie industry also was also likely to be substitutes for the consumers'nter-
tainment dollar. Yet there is a stronger case for radio having the major impact.
Radio was audio based, as were records, radio was music based, as were records,
and radio was listened to in the home, as were records. It is also the case that movie
"talkies" began in the mid 1920s and attendance skyrocketed from 1926 to 1929,
yet in those particular years record sales were hardly afl'ected as would have been
expected if movies were responsible for the decline in records sales that occurred
(see Figure 1). Further, the record industry had a dismal performance during the
1930s, yet movies did not grow in that decade — radio did.

Thus the evidence supports a claim that radio was strongly detrimental to record
sales during this period.

Others have commented on this possibility as well. According to Morton (2000)&
page 26:

"Record companies welcomed the subsequent transfer of electrical
technology from radio and motion pictures to the phonograph in-
dustry, but hated the effect these two new forms of entertainment
had on the record business. Radio was the biggest threat. On the
eve of broadcasting's debut, between 1914 and 1921, record sales
had doubled, largely because of sales of popular music. With the
inauguration of network radio in the nfiddle 19208, the Inarket for
popular recordings collapsed, resulting in a number of companies
leaving the field or changing ownership."

The timing of the growth in record sales begirming in 1955 is also interesting
although I would hesitate to draw too much from it. Returning to Figure 4, a
sustained rise in the fortune of the record industry began at the same time that
television began to eclipse radio as the dominant entertainment medium in the
country in terms of viewers'/listeners'ime. Did the shift away from radio as
the premier entertainment medium in the country allow the recording industry to
breakout of its longtime doldrums? Perhaps, but some alternative explanations
such as the rise of rock and roll, or the rise in the Long Playing record have enough
strength as alternatives to preclude a clear affirmative answer.

4.2.4. Caveats. Clearly, the imprecision in these data, the fluidity of the content
and technology, and the changing market conditions all make it impossible to have
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a tota lly clear-cut t est of the impact of radio on the recording industry. There are
seve ral caveats to make.
Quality of Sound. The relativ e quali ty of radio and recordings was differen t in the
1920s tha n it has been in recent times. Radio, of course, was based on elect ricity.
Radio required elect rical amplification and speakers in order to operate. This gave
radio an initial advantage over acousti c phonographs in terms of sound quality.
Although the sharing of amplifiers and loudspeakers between radio and phonographs
was to become common, with the two devices often merged into a single device,
radio at first had sonic advantages. Nevertheless , when recordings increased in
quality in th e mid 19205, du e to th e use of an electrical as opposed to acoustical
recording process, t here is no evidence of an exposure effect increasing record sales.
At best the decline came to a halt for a few years. T here is no support for a claim
that radio play enhanced record sales.

The relative quality of sound on records vers us radio may have been different
in 19205 than it was for most of the latter part of the century. Radio, in the
second half of th e twen tieth cent ury, had lower quality than sound recordings. The
inconvenience of using records largely disappeared, particularly when the 33 rpm
LP record was introduced in 1948 and automatic record changers becam e mor e
popular. The impact of radio broadcas t on record sales in the 19205 and 19305,
therefore, might have changed in later decades.
Use of Music. One might argue, with some ju stifica t ion, th at radio originally played
live music when it played music and that it did not play records . Certainly, many of
the popu lar network radio programs, such as Amos and Andy, did not play records.
Bu t there were many radio programs based on music. As long as the music played
on rad io was also recorded on records , the impact of radio play on record sales
should be largely the sa me as it would be whethe r or not the specific recordings
were played directly on the radio . Furth er there is some evidence that local radio
stations did play records.3D

Alt hough the role of radio in creating an audience for election returns, horse ra ces
and prizefights is the stuff of legend, the mainstay of radio broadcasting was music.
Analyses of network radio broadcasts by Hetti nger (1971) revealed that music made
up about two thirds of t he conte nt in the period 1927-32. Further breaking down
the data, he discovered th at popular music made up 350/0-40% of programs, with
semi-class ical music a t about 15% and variety music at about 5%.31 Popular music
was played more frequ ently during th e prime time hours with the largest audiences
climbing from about 25% in 1927-28 to about 54% in 1931-32 . Radio programming,
even from thi s early period, was focused on music and particularly popular mus ic,
so it is reasonable to expect that the recording industry would be impacted by
whatever effects radio might potentially have.

4.3. The Introduction of Advertising-Based Radio in England. The second
experiment occurs a t a conside rably la ter period of t ime, the last third of th e 20th
century , in England. Bri tish radio broadcas tin g was much different from American
radio during the 19505 a nd 196Os. T his is particularly striking given that t he two

30Por example, see http: / / earlyradiohistory.us /1 922can .htm.
31Table XXIII on page 218 in Hettinger (1971). Variety music, according to Hettinger , cha nged

over th e p er iod from mainly class ica l to mainly popular. Variety programs, wh ich a130 cont ained
much music te nded to have about 5% of th e programming.
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a totally clear-cut test of the impact of radio on the recording industry. There are
several caveats to make.
Quality of Sound. The relative quality of radio and recordings was different in the
1920s than it has been in recent times. Radio, of course, was based on electricity.
Radio required electrical amplification and speakers in order to operate. This gave
radio an initial advantage over acoustic phonographs in terms of sound quality.
Although the sharing of amplifiers and loudspeakers between radio and phonographs
was to become common, with the two devices often merged into a single device,
radio at first had sonic advantages. Nevertheless, when recordings increased in
quality in the nud 1920s, due to the use of an electrical as opposed to acoustical
recording process, there is no evidence of an exposure effect increasing record sales.
At best the decline came to a halt for a few years. There is no support for a claim
that radio play enhanced record sales.

The relative quality of sound on records versus radio may have been different
in 1920s than it was for most of the latter part of the century. Radio, in the
second half of the twentieth century, had lower quality than sound recordings. The
inconvenience of using records largely disappeared, particularly when the 33 rpm
LP record was introduced in 1948 and automatic record changers became more
popular. The impact of radio broadcast on record sales in the 1920s and 1930s,
therefore, might have changed in later decades.
Use of Music. One might argue, with some justification, that radio originally played
live music when it played music and that it did not play records. Certainly, many of
the popular network radio programs, such as Amos and Andy, did not play records.
But there were many radio programs based on music. As long as the music played
on radio was also recorded on records, the impact of radio play on record sales
should be largely the same as it would be whether or not the specific recordings
were played directly on the radio. Further there is some evidence that local radio
stations did play records.

Although the role of radio in creating an audience for election returns, horse races
and prizefights is the stuff of legend, the mainstay of radio broadcasting was music.
Analyses of network radio broadcast,s by Hetl,inger (1971) revealed that music made
up about two thirds of the content in the period 1927-32. Further breaking down
the data, he discovered that popular music made up 35%-40% of programs, with
semi-classical music at about 15%0 and variety music at about 5%.s'opular music
was played more frequently during the prime time hours with the largest audiences
climbing from about 25% in 1927-28 to about 54% in 1931-32. Radio programming,
even from this early period, was focused on music and particularly popular music,
so it is reasonable to expect that the recording industry would be impacted by
whatever effects radio might potentially have.

4.3. The Introduction of Advertising-Based Radio in England. The second
experiment occurs at a considerably later period of time, the last third of the 20th
century, in England. British radio broadcasting was much different from American
radio during the 1950s and 1960s. This is particularly striking given that the two

SoFor example, see http: //earlyradiohistory.us/1922can.htm.
Table XXIII on page 218 in Hettinger (1971). Variety music, according to Hettinger, changed

over the period from mainly classical to mainly popular. Variety programs, which also contained
much music tended to have about 5'Fo of the programming.



110 ST AN J . LI EBOWITZ •countries had such similar charts of best -selling records. This difference provides
the basi s for our second natural experiment .

4.3.1. A brief history of Brit ish Radio. Radio was monopolized for many years in
En gland by th e Bri tish Broadcastin g Corporation (BBe) . The BBC was originally
(1922) a consort ium of six radio manufacturers who were grant ed a virtual monopoly
over the sale of receivers , with th e British Post Office overseeing the consor tium .V
These manufacturers wanted to promote the existe nce of radio stations so tha t
they could sell more receivers , just as RCA did by creating NilC. In return for the
monopoly on t.he sale of receivers , th e manufacturers agreed t.o give ten percent. of
the revenu es from th e sale of receivers to th e BB C.

The BBC became a full-fledged public corpora tion in 1927, financed by a gov­
em ment tax levied on radio receivers . Bein g a creature or at least a quasi-crea ture
of th e govern ment , the BBC endured certain restrictions on its practi ces. Initi ally,
du e to pressure from th e press which was concerned wit h possible declines in news­
paper circulat ion if radio were to broadcast news, the license provided "t ha t the
Company shall not broadcast any news or informa tion in the nature of news except
such as t hey may obtain on payment from one or more...news agencies." For yea rs
the BBC would begin it s news broadcasts by acknowledging the sources from which
they had purchased their information.

There were other restrictions mor e important for our purposes. Th ere was a
'needle-t ime restri ction ' , limi ting th e number of minu tes tha t recorded music was
permitted to be played weekly. This was due to agreements with th e Musicians'
Union - since the BB C employed its own orchestra(s) playing music, allowin g the
playing of recor ds would have reduced the need for musician s.F'

As the decades ensued, the BBC lost touch with at leas t one very importan t
segment of the music listening publi c - the teenagers of the coun try. One type of
music that it did not program to any great exte nt was rock and roll. Th e bot tom
line is that radi o listeners in England had only the BB C to listen to, wit h its handful
of networks, only one of which catered (0 popular tas tes (th e Light Programme)
and even that sta t ion had only a few shows with recordings of popular music. Th e
program that gets the most mention, a show called t he "Pick of th e Pops," was
broadcast only once per week.34 Since th e BBC was the only ga me in town, listeners
were captive to it s choice of programming. Unlike a producer in a competitive
market who must cater to the demands of cust omers , the BB C was free to program
what it felt was appropriate.

Competit ion is a hardy weed, however. Hadio competit ion, disallo wed by law,
ar ose in an unu sual form - pirate radio stations, which became quite influential in
the mid 19608.

32Some of th is material is taken from "T he Unofficial Gu ide to th e BB C"
http://www .vaxx ine.com /mastercontroJiB BC / chapte rs/Bbc _ form. htm l.

33This comes from a history of t he p irate rad io stat ions
http:/ /radi olond on.co.uk/ kn eesflash es/stationprofile/ hist. htm l a lt ho ugh an oth er histor y of
UK radio http:/ /dspace.dial.pipex .com / town/pipexd sl/r/arar93/mds975/Content/ukradi02.html
suggests t hat it Was record compan ies t hat wa nted to limit the am ou nt of ti me that record s could
be played on radio. The limit on record pla y, at least in t he p ost-war era, was 37.5 hour s per
week.

34There was also t he Home Serv ice, which was speech based, the T hird Programme, whi ch
was highbrow, and the World Serv ice which went to ot her count r ies.
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countries had such similar charts of best-selling records. This difference provides
the basis for our second natural experiment.

4.3.1. A brief history of British Radio. Radio was monopolized for many years in
England by the British Broadcasting Corporation (BBC). The BBC was originally
(1922) a consortium of six radio manufacturers who were granted a virtual monopoly
over the sale of receivers, with the British Post OIfice overseeing the consortium.
These manufacturers wanted to promote the existence of radio stations so that
they could sell more receivers, just as RCA did by creating NI3C. In return for the
monopoly on the sale of receivers, the manufacturers agreed to give ten percent. of
the revenues from the sale of receivers to the BBC.

The BBC became a full-fledged public corporation in 1927, financed by a gov-
ernment tax levied on radio receivers. Being a creature or at least a quasi-creature
of the government, the BBC endured certain restrictions on its practices. Initially,
due to pressure from the press which was concerned with possible declines in news-
paper circulation if radio were to broadcast news, the license provided "that the
Company shall not broadcast any news or information in the nature of news except
such as they may obtain on payment from one or more...news agencies." For years
thc BBC would begin its news broadcasts by acknowledging thc sources from which
they had purchased their information.

There were other restrictions more important for our purposes. There was a
'needle-time restriction', limiting the number of minutes that recorded music was
permitted to be played weekly. This was due to agreements with the Musicians'nion

— since the BBC employed its own orchestra(s) playing music, aHowing the
playing of records would have reduced the need for musicians.

As the decades ensued, the BBC lost touch with at least one very important
segment of the music listening public — the teenagers of the country. One type of
music that it did not program to any great extent was rock and roll. The bottom
line is that radio listeners in England had only the BBC to listen to, with its handful
of networks, only one of which catered to popular tastes (the Light Prograntnte)
and even that station had only a few shows with recordings of popular music. The
program that gets the most mention, a show called the "Pick of the Pops," was
broadcast only once per week.s4 Since the BBC was the only game in town, listeners
were captive to its choice of programming. Unlike a producer in a competitive
market who must cater to the demands of customers, the BBC was free to program
what it felt was appropriate.

Competition is a hardy weed, however. Radio competition, disallowed by law,
arose in an unusual form — pirate radio stations, which became quite influential in
the mid 1960s.

Some of this material is taken from "The Unofficial Guide to the BBC"
http://www.vaxx inc.corn/mastercontrol/BBC/chapters/Bbc form.htmL

This comes from a history of the pirate radio stations
http: //radiolondon.co.uk/kneesflashes/stationprofile/hist. html although another history of
UK radio http: //dspace.diaLpipex.corn/town/pipexdsl/r/arar93/mds975/Content/ukradio2.htmt
suggests that it was record companies that wanted to limit the amount of time that records could
be played on radio. The limit on record play, at least in the post-war era, was 37.5 hours per
week.

There was also the Home Service, which was speech based, the Third Programme, which
was highbrow, and the World Service which went to other countries.
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The demand for rock-and-roll was sufficiently large, and the topography of the
country was such, that entrepreneurs were able to turn som e converted old boats
into floatin g radio stations parked just outside of Britain's terri torial waters , with
mon ikers such as Radio -London and Radio Caroline. These were advertising-based,
for-profi t ventures (one was even set up by a group of Texans) .

Although it seems imp ossible to get accurate numbers on the audiences of th ese
st ations, they were sufficiently large that t he British government, in 1967, pas sed
the Marine Offenses Bill which made it illegal for any Briton to conduct business
or intera ct wi th the pirate radio stations. This essent ially put the pirates out of
business.

To appease discontent caused by th e shutdown of the pirate sta t ions, th e BBC
promised to create it s own network to play popular records. The stage was also set
for the entra nce of comm ercial radio that began in th e early 19708.35

4.3.2. The Impact of Private Commercial Radio. Private radio stations in England
ar e supported by advertising, thus having the disadvantage of annoying th e listener
by having to intersperse com mercials within the broadcast. Nevertheless, the in­
crease in stat ions has been impressive and so too has been the growth in audience.
Commercial stations finally achieved the majority of listening hours in 1995.

The impact of private radio stations came in three waves.36 A small number of
private stations were licensed beginning in 1973. T he government was reluctant to
increase the number of stations until new legisla tion in 1980. Th e early 1980s saw
an other increase in the num ber of stations. The mid 19908 saw another burst of
activity and increase in the number of stations . At first the private radio stations
were heavily regulated . Over time t hese regulations softened .

Some evidence on t he historical size of the commercial radio audie nce can be
glea ned by the share of adver tising generat ed by Bri tish radio stations. It grew
from 0.24% in 1973 to 2.49% in 1978 where it largely rema ined until the ea rly
19908 when it began to steadily grow, ach ieving a level of 6% in 2000.:17

The end result of this is that histori cally, British radio audiences ha ve not had
the capac ity to listen to popula r recorded music on radio to anywhere near the
same extent as American audiences. Prior to 1967 t here was a very great difference
in this ability. This difference began to diminish in the late 19608 and early 19708
and then cont inued to diminish in the 19806 and 19908.

If radio play significantly increas es record sales, then Bri tish record sales should
have increa sed significantly rela tive to American record sales beginning in 1967
and cont inuing over the next decad e or two, holding everything else equal. By
comparing record sales in the two countries over th ese decades we can test whether
radio play increases record sales. Unfortunately, reliabl e UK da ta on record sales
do not begin until 1973.

Figure 5 exam ines t he ra tio of UK/ US sales per capi ta of full-length albums,
whether vinyl, cassettes, or CDs. Th ere is no evidence of an upward trend caused
hy greater radi o airplay of popul ar music.

3ST here is a very nicely detailed histcry of t hese even ts at
http:/ /www.icce.ru g.nl/%7Esoundscapes /VOLUM E06/Fight_free_rad io.html.

36This di scu ssion is ba sed up on Meg Carter (2003).
37These figures ca n be found on page 57 of Meg Carter (2003) . British private radio's share of

advertising still appears tc be less t ha n t he share of ot her co unt r ies. It s share is about one third
the US and Canadian level and on e half that of Australia (data taken from T VBasics, T VB of
Canada, 2003) , which might not be surp rising given the still very large share of BBC radio.
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The demand for rock-and-roll was sufficiently large, and the topography of the
country was such, that entrepreneurs were able to turn some converted old boats
into floating radio stations parked just outside of Britain's territorial waters, with
monikers such as Radio London and Radio Caroline. These were advertising-based,
for-profit ventures (one w~ even set up by a group of Texans).

Although it seems impossible to get accurate numbers on the audiences of these
stations, they were sufficiently large that the British government, in 1967, passed
the Marine Offenses Bill which made it illegal for any Briton to conduct business
or interact with the pirate radio stations. This essentially put the pirates out of
business.

To appease discontent caused by the shutdown of the pirate stations, the BBC
promised to create its own network to play popular records. The stage was also set
for the enl,rance of commercial radio that began in the early 1970s.

4.3.2. The Impact of Private Commercial Radio. Private radio stations in England
are supported by advertising, thus having the disadvantage of annoying the listener
by having to intersperse commercials within the broadcast. Nevertheless, the in-
crease in stations has been impressive and so too has been the growth in audience.
Commercial stations finally achieved the majority of listening hours in 1995.

The impact of private radio stations came in three waves. A small number of
private stations were licensed beginning in 1973. The government was reluctant to
increase the number of stations until new legislation in 1980. The early 1980s saw
another increase in the number of stations. The mid 1990s saw another burst of
activity and increase in the number of stations. At first the private radio stations
were heavily regulated. Over time these regulations softened.

Some evidence on the historical size of the commercial radio audience can be
gleaned by the share of advertising generated by British radio stations. It grew
from 0.24% in 1973 to 2.49% in 1978 where it largely remained until the early
1990s when it began to steadily gmw, achieving a level of 6% in 2000.37

The end result of this is that historically, British radio audiences have not had
the capacity to listen to popular recorded music on radio to anywhere near the
same extent as American audiences. Prior to 1967 there was a very greeit difference
in this ability. This difference began to diminish in the late 1960s and early 1970s
and then continued to diminish in the 1980s and 1990s.

If radio play significantly increases record sales, then British record sales should
have increased significantly relative to American record sales beginning in 1967
and continuing over the next decade or two, holding everything else equal. By
comparing record sales in the two countries over these decades we can test whether
radio play increases record sales. Unfortunately, reliable UK data on record sales
do not begin until 1973.

Figure 5 examines the ratio of UK/US sales per capita of full-length albums,
whether vinyl, cassettes, or CDs. There is no evidence of an upward trend caused
by greater rarlin airplay nf pnp»lar m»sir..

There is a very nicely detailed history of these events at
http: //www.icce.rug.ni/%7Eeoundscapes/VOLUME06/Fight free radio. html.

s This discussion is based upon Meg Carter (2003).
These figuree can be found on page 67 of Meg Carter (2003). British private radio's share of

advertising still appears to be lese than the share of other countries. Its share ie about one third
the US and Canadian level and one half that of Australia (data taken from TVBaeics, TVB of
Canada, 2003), which might not be surprising given the still very large share of BBC radio.
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Figure 6 examines the sales of singles, regardless of physical forma t. Here the re
might appear to be some evidence for the claim th at radio increases record sales
since sale; of single; increased dramatic-ally in the UK rela tive to th e US. Of course,
sa les of singles in both countries fell significantly over this period and singles are
no longer an important market .

In an attempt to gauge th e importance of th e increase in UK singles relative to
US singles, I 8SSUmed that albums contain ten singles and then merged the two
series toget her. Figure 7 presents the results which clearly show that singles have
very little impact on th e overall market .

These comparisons do not control for other economi c variables such as pri ce or
incom e. Ifby chance th e price of records l'06C in thc K relative to prices in the US,
then the quanti ty sold in the lJK would have been expec ted to fall relati ve to US
quantities . In that case it might still be possible that radio enhanced th e market
for record'! in the UK even if th e quanti ty of albums sold in the UK did not rise
relative to the US. Alternatively, if incom es in the UK rose by less than incomes in
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Figure 6 examines the sales of singes, regardless of physical format. Here there
might appear to be some evidence for the claim that radio increases record sales
since sales of singles increaM dramatically in the UK relative to the US. Of course,
sales of singles in both countries fell significantly over this period and singles are
no longer an important market.

In an attempt to gauge the importance of the increase in UK singles relative to
US singles, I assumed that albums contain ten singles and then merged the two
series together. Figure 7 presents the results which clearly show that singles have
very little impact on the overall market.

These comparisons do not control for other economic variables such as price or
income. If by chance the price of records rase in the UK relative to prices in the US,
then the quantity sold in the I.K would have been expected to fall relative to US
quantities. In that case it might still be possible that radio enhanced the market
for records in the UK even if the quantity of a11&ums sold in the UK did not rise
relative to the US. Alternatively, if incomes in the UK rose by less than incomes in
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FIGURE 8. UK/US Normalized Incomes and Prices

the US and if record sale> are positively related to income, th en radio might. have
had a positive impact on record sales in the UK even though the quantity sold did
not rise in the UK relative to the US.

These possibilities are examined, start ing with Figure 8. From Figure 8 we can
see that changes in both inflation adjusted record prices and GDP per capita were
cxtremely similar between the two countries. Changes in UK inflation adjusted
income (GDP per capita) very slightly failed to keep up with changes in S income
over this period (2.9% lower over the entire period) . Inflation adjusted record prices
in the UK increased at a rate very slightly (3.3%) below the S rate although they
were above th e S rate for much of the period.

With this background it would seem impossible for th e impact of price and
income to alter th e overall conclusion that the introduction of commercial radio
had lit tle impact on t he quantity of records sold.

IMPACT OF RADIO ON THE RECORD INDUSTRY 113

lg
1,1

1,0

0,9
0,8

0,7

0,6
0,5

0,4

~UK/US albums per capita
~US/UK ratio total songs at 10: I

FIGURE 7 UK/US Ratio of Pre-resided Son~

1.2

1.0

0.9

0.8

0.7

0/6

0.5

0.4

~Namaliad UK/US real record price

~normalized UKJUS real per capita GDP

'Io Io es ID Io Io Io Io w lo 'cl w w 'o w w 'Io I g ew g g g g g g $ I

FIGURE 8. UK/US Vormalized Incomes and Prices

the US and if record sales are positively related to income, then radio might have
had a positive impact on record sales in the UK even though the quantity sold did
not rise in the UK relative to the US.

These possibilities are examined, starting with Figure 8. Fmm Figure 8 we can
see that changes in both inflation adjusted record prices and GDP per capita were
extremely similar between the two countries. Changes in UK inflation adjusted
income (GDP per capita) very slightly failed to keep up with changes in US income
over this period (2.9'Fo lower over the entire period). lnflation adjusted record prices
in the UK inc~ at a rate very slightly (3.3%) below the US rate although they
were above the US rate for much of the period.

&"Ith this background it would seem impossible for the impact of price and
income to alter the overall concltLsion that the introduction of commercial radio
had little impact on the quantity of records sold.



114 STA N J . LIEBOWITZ •Table 2 presents th e results from regressions with the percentage change in per
capita album sales as the dependent variable an d the percentage change in rcal
price and percentage change in real per capita GDP as ind ependent variables . T he
coefficient on income is positi ve and significant in both count ries. T he coefficient s
on pri ce in eit her country are not statistically significant , al th ough they are at least
of the correct sign.

In both count ries we have an incom e elasticity of approximately two bu t with
fair ly la rge standard errors . From Figure 8, we know th at the relat ive income
changes in t he two count ries never deviate by more than 5%. At t he end of the
period, t he income change in the UK was less t han 3% below that of the US.
Adjustin g UK sales, which rose 2% less than in the US, for the higher income
growt h in the US, would leave t he UK with a mere tJ.% increase in sales over the US
during a three decad e period during which radio play of popular music increased
dramatically. Given the standard errors we cert a inly ca nnot support a claim th at
radio play increased sales of sound recordi ngs.

Table 2: Dependent Variable is yearly percent change in albums per ca pita
B St d t Sig. R- Adjusted

erro r squared R-
squared

US 0.285 0.222
Constant -2.30E-02 0.021 -1.105 0.28
Yearly percent
change In real
Income
Yearly percent
change in real
price
UK 0.153 0.082
Constant -9.00E-03 0.024 -0.382 0.706
Yearly percent 1.729 0.868 1.991 0.058
change in real
income
Yearly percent -0.13 0.307 -0.423 0.676
change 111 rea l
price

The final piece of evidence concerns t he revenues generated in the two markets.
By us ing revenues as the variable of interest we can allow both prices a nd qu an ti ties
to vary in the two count ries . In order to avoid difficulties often associated with
t ry ing to cont rol for excha nge ra te movements, I calculate the share of GDP going
to the recordi ng indust ry in the two count ries.i''' T he resul ts a re reported in Figu re
9.

38Alt hough not rep orted in the t ext , t he 1973 share of GDP devoted to record sa les was
rema rkab ly similar in th e two count ries (0.14% in bo t h the UK and t he US) . One could argue
that th is similar ity of ratios indicat es t hat t he UK's lack of commerc ia l rad io stations in 1973
neither hurt nor hind ered record sales , which is not t oo far from t he conclus ion I reac h in t he
paper. Differences betw een th e two countr ies, however , make it unwise to merely comp are th e
absolute share s. T he approach taken in t he text, to compare th e change in re lat ive shares in t he
two count r ies , norm alizes each co unt ry to its sp ecific characte rist ics (incom e, tast es, and so forth) .
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Table 2 presents the results from regressions with the percentage change in per
capita album sales as the dependent variable and the percentage change in real
price and percentage change in real per capita GDP as independent variables. The
coefficient on income is positive and significant in both countries. The coefficients
on price in either country are not statistically significant, although they are at least
of the correct sign.

In both countries we have an income elasticity of approximately two but with
fairly large standard errors. From Figure 8, we know that the relative income
changes in the two countries never deviate by more than 5%. At the end of the
period, the income change in the UK was less than 3%c below that of the US.
Adjusting UK sales, which rose 2% less than in the US, for the higher income
growth in the US, would leave the UK with a mere 4% increase in sales over the US
during a three decade period during which radio play of popular music increased
dramatically. Given the standard errors we certainly cannot support a claim that
radio play increased sales of sound recordings.

Table 2: Dependent Variable is yearly percent change in albums per capita

US
Constant
Yearly percent
change in real
income
Yearly percent
change in real
price

Constant
Yearly pcrccnt
change in real
income
Yearly percent
change in real
price

B

-2.30E-02

-9.00E-03
1.729

-0.13

Std
error

0.021 -1.105 0.28

0.024 -0.382 0.706
0.868 1.991 0.058

0.307 -0.423 0.676

R-
squared

0.285

0.153

Adjusted
R-
squared
0.222

0.082

The final piece of evidence concerns the revenues generated in the two markets.
By using revenues as the variable of interest we can allow both prices and quantities
to vary in the two countries. In order to avoid difficulties often associated with
trying to control for exchange rate movements, I calculate the share of GDP going
to the recording industry in the two countries. The results are reported in Figure
9.

Although not reported in the text, the 1973 share of GDP devoted to record sales was
remarkably similar in the two countries (0.14% in both the UK and the US). One could argue
that this similarity of ratios indicates that the UK's lack of commercial radio stations in 1973
neither hurt nor hindered record sales, which is not too far from the conclusion 1 reach in the
paper. Differences between the two countries, however, make it unwise to merely compare the
absolute shares. The approach taken in the text, to compare the change in relative shares in the
two countries, normalizes each country to its specific characteristics (income, tastes, and so forth).
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Again, we have a result inconsistent with a claim that radio airplay increases
record sales. In fad, over these decades the share of GDP de voted to records in the
UK fell relative to t he share in the S, and th e fall was in the vicinity of 13%. This
is slightly more lopsided than t he other measurements, but st ill is not a particularly
large difference.

The bottom line from this examination can be stated as follows: The introduction
of commercial radio in the UK did not increase the market for prerecorded music ,
contrary to the claims of symbiosis often made in the literature. Although there is
some evidence t hat radio may have harmed sales slightly, the evidence is weak. 'I'he
most reasonable conclusion would appear to be that the introduction of comm ercial
radio had a fairly small negative impact on the record industry in th e United
Kin gdom.
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This conclusion is suppo rted by statements made by the UK Monopoly and
Mergers Commission:

The broadcastin g of records - for instance, the 'Top 40' singles or
t he airing of new product by popular disc jockeys - has long been
an important promotional t.ool for new record artists and products.
\Ve were told, however , that the growing quantity of music broad­
cast on radio has moved towards becoming a substit ute for record
sa les, with a consequent negative impact on such sales. Consumers
who want to hear a particular kind of musi c are increasingly likely
to be able to find a radio sta tion that concent.rates on it. T his can
reduce the incentive to buy records, while the growing facility for
high-quality home taping may reduce the necessity for such pur­
chases. We were told that these effects had been reinforced by the
removal in 1988 of the rest riction on independent radio sta t ions
which limited them to nine hours of 'needlet ime' per day. We have
been told th at t his trend is likely to accelerate when high-quality
digital broadcasts are int roduced.i'''

As long as t hese other characteristics rem ai n constant betwee n t he two co unt ries, t he approach
t aken in t he text is more robust and instills greater co nfidence .
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Again, we have a result inconsistent with a claim that radio airplay increases
rmmrd sales. In fact, over these decades the share of GDP devoted to records in the
UK fell relative to the share in the US, and the fall was in the vicinity of 13%. This
is slightly more lopsided than the other measurements, but still is not a particularly
large difference.

'I'he bottom line I'rom this exstninstion can be stated as follows: The introduction
of commercial radio in thc UK did not increase the market for prcrccordod music,
contrary to the claims of symbiosis often nIsde in the literature. Although there is
some evidence that radio may have harmed sales slightly, the e&ience is weak. 'I'he
most reasonable conclusion would appear to be that the introduction of commercial
radio had a fairly small negative impact on the record industry in the United
Kingdom.
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This conclusion is supported by statements made by the UK Monopoly and
Mergers Commission:

The broadcasting of records — for instance, the 'Top 40'ingles or
the airing of new product by popular disc jockeys — has long been
an important promotional tool For new record artists and products.
We were told, however, that the growing quantity of music broad-
cast on radio has moved towards becoming s substitute for record
sales, with a consequent negative impact on such sales. Consumers
who want to hear a particular kind of music are increasingly likely
to be able to find a radio station that concentrates on it. This can
reduce the incentive to buy records, while the growing facility for
high-quality home taping may reduce the necessity for such pur-
chases. We werc told that these effects had been reinforced by the
removal in 1988 of the restriction on independent radio stations
which limited them to nine hours of 'needletime'er day. We have
been told that this trend is likely to accelerate when high-quality
digital broadcasts are introduced.~

As long as these other characteristics remain constant between the two countries, the approach
taken in the text is more robust and instills greater confidence.



116 ST AN J. LI EBOWITZ •4.4 . Additional Evidence. Intui tion can provide some help in achieving an un­
derstanding of the impact of radio broadcast on overall sound-recording sales.
Americans spend approximately 3 hou rs per day listenin g to radi o broadca sta .j?

According to th e US sta tist ical abstract, music listeners spend ab out 45 minutes
per day listening to pre-record ed (presumably purchased) rnusic.U Note that the
t ime spent listening to radio is three to four tim es as large as th e tim e spent list ening
to pre-recorded music. Without the availability of radio, some consumers who would
otherv..ise have listened to radio would most likely instead listen to mor e prerecorded
music, since that is the closest substit ute. If we make the perfectly reaso nabl e
assumption that the mor e time one spends listenin g to prerecorded music, the
mor e prerecorded music that one will bu y, it is easy to see how radio might harm
sound-recording sales.42

The most clear-cu t possibility of pre-recorded music sales be ing harmed by radio
is likely found in the acti vity of listening to music while dri ving. According to an
Arbi tron st udy of in-car radio use, one third of radio list ening occu rs in automobiles,
which works ou t to about one hour per day.43

If radio were not available, the only way to list en to music in automo biles would
be to listen to pre-recorded music. Alt ern ati ves, such as movies, reading, or t elevi­
sion are no t available while dri ving. Wi th the al ternati ve of silence, a nd no ot her
substitutes available, it seem very likely that if radio were unavailable, the one
hour per day cur rent ly spent listenin g to radio in au tom obiles would conve rt to
time spent listenin g to pre-recorded music.

An increase of one hour per dayin list ening to pre-recorded music would more
than double the dail y amount of tim e the average person spent listenin g to pre­
record ed music. It is hard to believe that such a doubling would not dramatically
increase overall sound-recording sales. And t his is just for au tomobile usage of
radio.

Looked at in this light , therefore, it is easy to imagine that radi o broadcas t might.
decrease th e purchase of sound-recordings.

5. P AYOLA AND THE F ALLACY OF COMPOSITION

It is fairly well-known tha t record lab els will often a t tempt to pay to have their
records played by disc-jockeys. In fact , there is a special te rm tha t has been coined
to describe this behavior - payola - and in the 19508 several American disc-jockeys

39Page 79 of t he doc ument, "T he supp ly of record ed music; A Report on t he Supply in the
UK of Prerecord ed Co mpact Discs, Vinyl Discs and Tapes Co nta ining Music," Monopolies and
Mergers Commission; present ed to Parl iament by t he Secret ary of St at c for Trade and Indu st ry
by com mand of Her Majesty, June 1994.

40Accord ing t o Arbit ron, Amer ican s "Pent 20 hours p er week in list ening to radio in t he Fall
of 2002, wh ich ca n be found here : ht tp:/ / wargod. arb itron.com/ scripts/ndb/ndbradio2.asp

41T he number is 263 hours per year foun d in t he US St at ist ical Abst ract ,
Table NO. 1102. Med ia Usage and Consum er Spending: 1996 to 2005.
http ://www.census.gov/ prod/2003p ubs/02statab/ infocom .pd f

42T he advent of casse ttes and CDs allowed prerecord ed music to beco me po rtable for t he first
time, pr esu mab ly increasing t he amount of t ime that ind ividuals spent listening to prerecorded
music. Liebowitz (2004) dem onstrat es t hat t he increase in t he penetrati on rate of portable devi ces
coincides with a large increase in so und-recordi ng sales and suggests t ha t ca usat ion ru ns from new
uses to increased list enin g to increased sa les.

43The st udy ca n b e found here: ht tp :/ / arbitro n,com /down loads/I nCarS tudy2003.pd f
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4.4. Additional Evidence. Intuition csn provide some help in achieving sn un-
derstanding of the impact of radio broadcast on overall sound-recording sales.
Americans spend approximately 3 hours per day listening to radio broadcasts.40

According to the US statistical abstract, music listeners spend about 45 minutes
per day listening to pre-recorded (presumably purchased) music.4'iote that the
time spent listening to radio is three to four times as large as the time spent listening
to pre-recorded music. Without the availability of radio, some consumers who would
otherwise have listened to radio would most likely instead listen to more prerecorded
music, since that is the closest substitute. If we make the perfectly reasonable
assumption that the more time one spends listening to prerecorded music, the
more prerecorded music that one will buy, it is easy to see how radio might harm
sound-recording sales.42

The most clear-cut possibility of pre-recorded music sales being harmed by radio
is likely found in the activity of listening to music while driving. According to an
Arbitron study of in-car radio use, one third of radio listening occurs in automobiles,
which works out to about one hour per day.43

If radio were not available, the only way to listen to music in automobiles would
be to listen to pre-recorded music. Alternatives, such as movies, reading, or televi-
sion are not available while driving. With the alternative of silence, and no other
substitutes available, it seem very likely that if radio were unavailable, the one
hour per day currently spent listening to radio in automobiles would convert to
time spent listening to pre-recorded music.

An increase of one hour per dayin listening to pre-recorded music would more
than double the daily amount of time the average person spent listening to pre-
recorded music. It is hard to believe that such s doubling would not dramatically
increase overall sound-recording sales. And this is just for automobile usage of
radio.

looked at in this light, therefore, it is easy to imagine that radio broadcast might
decrease the purchase of sound-recordings.

5. PAYOLA AND THE FALLACY OF COMPOSITION

It is fairly well-known that record labels will often attempt to psy to have their
records played by disc-jockeys. In fact, there is a special term that has been coined
to describe this behavior — payola — and in t,he 1984 several American disc-jockeys

Page 79 of the document, "The supply of recorded music; A Report on the Supply in the
UK of Prerecorded Compact Discs, Vinyl Discs and Tapes Containing Music," Monopolies and
Mergers Commission; presented to Parliament by the Secretary of State for Trade and Industry
by command of Her Majesty, June 1994.

According to Arbitron, Americans spent 20 hours per week in listening to radio in the Fall
of 2002, which can be found here: http: //wargod.arbitron.corn/scripts/ndb/ndbradio2.asp

The number is 263 hours per year found in the US Statistical Abstract,
Table NO. 1102. Media Usage and Consumer Spending: 1996 to 2005.
http: //www.census.gov/prod/2003pubs/02statab/infocom.pdf

The advent of cassettes and CDs allowed prerecorded music to become portable for the first
time, presumably increasing the amount of time that individuals spent listening to prerecorded
music. Liebowitz (2004) demonstrates that the increase in the penetration rate of port,able devices
coincides with a large increase in sound-recording sales and suggests that causation rune from new
uses to increased listening to increased sales.

"sThe study can be found here: http://arbitron,corn/downloads/InCarStudy2003.pdf
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went through well publicized congressional hearings meant to prevent such activ­
ity.44

T he fact th at some record labels were willing to pay those in charge of program­
ming radio sta t ions to promote some records might be taken as evide nce that rad io
play must be beneficial to record sales. Yet t hat would con tradict the evide nce on
record sales reported in the previous two sect ions . Is there, in fact , a cont radict ion?

I think not . Although it seems logical to assume that payola means that radio
enh ances overall record sales, that conclusion suffers from the fallacy of composit ion
- what may be true for individual observation s is not necessarily true for th e entire
group.

An indi vidual record , particularly if consumers are unfamiliar with th e creators,
will benefit greatly from airplay. An individual record label will benefit if radio
st ations tend to focus on broadcasting that label's records . The benefit to that
recording or label, however , comes at the expense of other records and other labels
since increased play of one record must lead to a decreased play of other records. If
radio list ening is a substit ute for listening to prerecorded music, t hat substit ution
will occur regardless of which records are being broadcas t , unless listeners feel t hat
t he qual ity of records being played has gone down .

Since radio broadcast of a record generally increases its share of the market it
makes sense for labels to try to get thei r records b roadcas t . Payola is ra tional un til
the marginal benefit from additional payola no longer covers the cost. Radio sta­
tions want to max imize thei r profits , which requires bal an cing t he audience size,
which is max imized by playing records t hat listeners most prefer, against any rev­
enues that might be generated by 'selling' a irp lay to record labels a la payola . T his
keeps the radio stations from deviat ing too far from what listeners would want to
hear .

Recordings of the works of well known artis ts are less likely to need or benefit
from payola since radio sta t ions will want to play those records in orde r to achie ve
large audioncos .t" It is not unusu al for leading stat ions to be given 'exclus ives'
over an ticipated new recordings for a day or two, although I do not know wha t the
stations 'pay' for this pri vilege. 'These are the recordings for which radio stations
would be expected to pay large sums for the rights to broadcast if there were
property rights in the broadcas t of the recording.

It shouldn't be surp rising that producers of recordings using lit tl e known artist s
are interested in paying for airtime. This is no different than in many oth er markets.
There are often new entrants into many types of markets and it is not uncommon for
new entrants to provide free samples, giveaways, a nd oth er devices to try to achieve
market sha re, and that is how payola should be viewed. The media ar e willing to
pay large slims for interviews with major celebrities, whereas minor celebrities are
willing to pay to get someone to int erview th em. It certainly cannot be viewed as
indicating t hat the overall market pri ce of music for performing rights on ra dio is
negative.

44For an in depth history of payo la, see Coase (1979). Coase does not d irect ly address th e
impact of rad io on reco rd sa les a lt hough he does seem to impli citly be lieve t here is a posit.ive
linka ge. His ma in inte rest is to und ers tand th e causes of t he attempt to ban payola.

46Coase (1979) reports that payola was favored by sm all record lab els and t hat large labels
(an d music publishers pri or t o that) had at te mpted to o utl aw act iviti es such as p ayola for many
decad es. Coase viewed th e ban on payola as a nt icompe t it ive.
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went through well publicized congressional hearings meant to prevent such activ-
ity 44

The fact that some record labels were willing to pay those in charge of program-
ming radio stations to promote some records might be taken as evidence that radio
play must be beneficial to record sales. Yel, that would contradict the evidence on
record sales reported in the previous two sections. Is there, in fact, a contradiction?

I think not. Although it seems la(peal to assume that payola means that radio
enhances overall record sales, that conclusion suffers from the fallacy ofcomposition
— what may be true for individual observations is not necessarily true for the entire
group.

An individual record, particularly if consumers are unfamiliar with the creators,
will benefit greatly from airplay. An individual record label will benefit if radio
stations tend to focus on broadcast,ing that label's records. The benefit to that
recording or label, however, comes st the expense of other records and other labels
since increased play of one record must lead to a decreased play of other records. If
radio listening is a substitute for listening to prerecorded music, that substitution
will occur regardless of which records are being broadcast, unless listeners feel that
the quality of records being played hss gone down.

Since radio broadcast of a record generally increases its share of the market it
makes sense for labels to try to get their records broadcast. Payola is rational until
the marginal benefit from additional payola no longer covers the cost. Radio sta
tions want to maximize their profits, which requires balancing the audience size,
which is maximized by playing records that listeners most prefer, against any rev-
enues that might be generated by 'selling'irplay to record labels a la payola. This
keeps the radio stations from deviating too far from what listeners would want to
hear.

Recordings of the works of well known artists sre less likely to need or benefit
from payola since radio stations will want to play those records in order to achieve
large audiences.4s It is not unusual for leading stations to be given 'exclusives'ver

anticipated new recordings for a day or two, although I do not know what the
stations 'psy'or this privilege. These are the recordings for which radio stations
would be expected to psy large sums for the rights to broadcast if there were
property rights in the broadcast of the recording.

It shouldn't be surprising that producers of recordings using little known artists
sre interested in paying for airtime. This is no different than in many other markets.
There are often new entrants into many types of markets snd it is not uncommon for
new entrants to provide free samples, giveaways, and other devices to try to achieve
market share, and that is how payola should be viewed. The media sre willing to
pay large sums for interviews with major celebrities, whereas minor celebrities are
willing to pay to get someone to interview them. It certainly cannot be viewed as
indicating that the overall market price of music for performing rights on radio is
negative.

~For an in depth history of payola, see Coase (1979). Coaee does not directly address the
impact of radio on record sales although he does seem to implicitly believe there is a positive
linhage. His main interest is to undemtand the causes of the attempt to ban payola.

4eCoase (1979) reports that payola was favored by small record labels and that large labels
(and music publishers prior to that) had attempted to outlaw activities such as payola for many
decades. Coase viewed the ban on payola as anticompetitive.



118 STAN J. LIEBOWITZ •Even if a majority of recordings were found to have nega tive pri ces for broad­
cast rights, this would not necessarily indi cate that the overall mar ket price, which
is weighted by transaction size, would be nega ti ve. Only a sma ll pe rcentage of
recordings are successful, and yet the successful ones domina te th e revenue in the
industry and would also likely dominate the overall ma rket for market-based per­
formin g rights payments .

6. CONCLUSIONS

T he belief that radio enha nces the market for sound recordi ngs seems firmly
embedded in cur rent regulato ry, commercial, and legal thinking. Yet there appear
to be no formal st udies examining the relationship between the two markets .

I have exa mined two episodes in which the impact of radio shou ld be rela t ively
easy to observe. The evidence from this empirica l exa mination indicates that,
contrary to common beliefs, radi o broadcast docs not enhance the ma rket for sou nd
recordings.

Clearly, there is room for additional work . But t he evidence seems strong enough ,
and the intuition supporting th e evidence seems compelling enough , that a complete
rethinking of t he economic relationsh ip between t hese industri es, and the laws,
regula tions, and decisions having to do with the intera ction of these industries,
seems appropriate.
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Even if a majority of recordings were found to have negative prices for broad-
cast rights, this would not necessarily indical,e that the overall market price, which
is weighted by transaction size, would be negative. Only a small percentage of
recordings are successful, and yet the successful ones dominate the revenue in the
industry and would also likely dominate the overall market for market-based per-
forming rights payments.

6. CONCLUSIONS

The belief that radio enhances the market for sound recordings seenIs firmly
embedded in current regulatory, commercial, and legal thinking. Yet there appear
to be no formal studies examining the relationship between the two markets.

I have examined two episodes in which the impact of radio should be relatively
easy to observe. The evidence from this empirical examination indicates that„
contrary to common beliefs, radio broadcast does not enhance the market for sound
recordings.

Clearly, there is room for additional work. But the evidence seenls strong enough,
and the intuition supporting the evidence seems compelling enough, that a complete
rethinking of the economic relationship between these industries, and the laws,
regulations, and decisions having to do with thc interaction of these industries,
seems appropriate.
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Abstract:

This paper undertakes an econornetric investigation of the impact of radio play on sales of sound
recordings using a sample of American cities. The results indiI=atel that i&adio play does not have the
positive impact on record,sales normally attributed to it~and instead appears to have an economically
important negative impact, implying that overall radio liistening is more of a substitute for the purchase of
sound recordings than it is a complement. This finding indicates that creating a set of property rights to
allow this market to function properly is different than~ has been suggested by prior research. New
technologies affecting radio broadcasts are likely to make this to$ic increasingly important in th.e coming
years. This research also exposes a f'allacy of composition in applying to an entire market a generally
accepted positive relationship that holds for individual units.



It is well known that incomplete or missing property rights are likely to lead to wasteful

exploitation of resources with their attendant deadweight losses. Coase (1960), of course, taught us that

trying to ameliorate such problems through taxes and bounties was not a simple task.

When we think of instances of missing property rights we naturally gravitate toward the well

known examples—air and water pollution, wild animals, trafftc congestion—found in most economics

textbooks. Our concern in ties paper is with a case of incomplete property rights associated with a

ubiquitous product that the average American uses for approximately three hours per day. That product

is broadcast radio.

There are two aspects of the incomplete property rights surrounding the broadcast of recorded

music although economists appear to have only been aware of one of them. The missing right

recognized by economists is the inability of radio stations to charge owners of sound recordings for the

broadcast of those recordings, an activity which is limited by statutes against 'payola'. Sound recording

companies cannot legally pay radio stations to play particular sound recordings unless the stations

accede to an onerous requirement of announcing the payment each and every time that sound

recording is played. This restriction received extensive publicity in the 1950s when Congress held well-

publicized hearings on this issue and this where the pejorative term payola, meant to describe payments

from record companies to disk jockeys, wasborn.'he

missing property right that has not heretofore been recognized by economists is the inability

of sound recording owners to restrict the broadcast of their sound recordings. Simply put, radio

stations can broadcast sound recordings at will, with no permission required from the owners of the

' reader interested in the tawdry details of payola can consult either Coase (1979) or Caves (2000). Coase provides
detailed documentation about the lengthy history of the practice which existed well before the congressional hearings in
the 1950s as well as details from the hearings. Caves covers much of the same information but also provides details of
Dick Clark as a pccrlcss payola pionccr that rcadcrs of a certain gcncration may find of intcrcst.



sound recordings. Yet the importance of music to these stations is reaclily revealed by the Fact that

radio stations are primarily described by the genre of sound recordings that: they broadcast, whether it is

Classic Rock, Hot Adult Contemporary, or Cool Jaz . There is vittually no economic analysis of this

latter property right.

There have been, over the yea:rs, numerous news stories veal en about payola but only a handful

of articles written by economists., among them. Coase (1979), Sidak and Kronemyer (1987) and Caves

(2000). These economists all lament: the lack of property rights in thIis market, but their view of the

missing property right is limited to the inability of record labels to directly pay radio statioris, in ann

unfettered manner, For the possibly valuable promotional component of radio broadcast. These authors

seem to have neglectecIi the possibility that payments might also be made from radio stations to record

companies for the possibly valuable exclu.ive right to broadcast certain songs that listeners ~wish to

hear. A. well-known analogy exists in th.e television broadcast market where broadcasters must legally

acquire the rights to broadcast television programs owned by others and where broadcasters pay large

sums for these rights.'he neglect of this possibility by PrekotIs econom'ic writers may be due to the

widely held belief that radio play is . o bene6cial to record sales that requiring radio stations to obtain

permission to broadcast sound recordings would be irrelevant, in the same manner that a property right

for goods that are not scarce would serve no useful role.

Owners of sound recordings in the United States do not have th@ legal ability to restrict the broadcasts of their sound
recordings. In some countries owners of sound recordings have been provided a form of legal 'compensation'here
radio stations must pay a fee for the use of sound recordings (with rates usually set by law or supervised by some quasi-
judicial organization). Nevertheless, owners of sound recordings are not allowed to opt out of the system and engage in
direct negotiations with radio stations, so there is no reason to believe that this system in any way approximates a
market outcome. In contrast to the sound recording, radio stations in the US pay a "performance right" for the
underlying musical compositions on the sound recordings broadcast by radio stations. The legal distinction is that
performance rights payments go to composers and thejir publishers whereas the recording artist and record. company do
not receive any payments, although recording artists may be the'composers 'and publishers may be owned by sound
recording companies.

The radio stations would need to acquire rights to broadcast particular sound recordings, the same way that television
stations need permission to broadcast movies or televi.sion programs, and radiio stations would be allowed to sell the:ir

possibly promotional scrviccs of broadcasting records on thc radio to record companies.



Before we can write off the possibility that such a property right might in fact have a positive

market value to radio stations in some circumstances, however, it would seem prudent to examine the

impact of radio play on record sales. If radio play exerted a positive impact on overall record sales,

consistent with assumptions, creating such a property right might well be superfluous. If radio play

diminishes record sales, however, such a right may well be of value. Such a finding wouldn't rule out

the possibility that payments might still go mainly from sound recording owners to radio stations, but it

would make it far less likely.

While it seems likely that radio broadcasters can have a profound impact on the success of

indi@dual sound recordings, it does not appear, as Sidak and Kronemyer have commented, that anyone

has empirically examined this proposition." Even if radio broadcast does have the promotional impact

on individual recordings normally assumed, it may not hold for the overall impact of radio broadcasts

on the sound recording industry as a whole. A.s discussed below, there is a potentially important fallacy

4E
of composition in this market. To my knowledge there has been only a single examination of the impact

of radio play on the overall market for sound recordings, Liebowitz (2004), which was a largely

historical analysis.

The lack of a property right in the broadcast of sound recordings means we cannot discover the

value of the right through direct observation. By way of analogy, we know through direct observation

that television broadcasters place higher values on the right to broadcast movies than any possible

positive value that movie owners might place on possible promotional impacts of television broadcasts

(which, admittedly, seem likely to be negative for movie owners in terms of DVD sales). It is easy to

Sidak and Kronemyer state in their footnote 18: "There appears to be no published study confirming this
complementary demand relationship, let alone estimating its empirical magnitude."

Smith and Telang have examine the promotional impact of television broadcast on DVD sales and found it to be
positive at the tune of the broadcast and shortly afterward although they did not measure the impact on overall future
sales. Nor do they examine the impact of television on the entire DVD market (there is ample evidence that the
cxistcncc of tclcvision caused a dramatic dcclinc in overall movie rcvcnucs, as found in Licbowitz 2004). Movie



observe that television stations pay positive prices for the rights ro broadcast movies, and not vice-

versa.'f there were a similar market for rights to broadcast music over radio we would know the

impact of radio play by direct observation—we could examine whether and how much broadcasters

might pay sound recording owners for broadcast rights. E&ut there is no such market to turn to for such

observation.

Is there a possibility that at a market based level the majority of the payments could go from

radio stations to record companies for the right to broadcast recordings? The results below, where the

overall impact of radio play on sound recordings is found to be negative, suggests that such a possibility

is real. The currently known payments by sound recording owners to broadcasters might turn out to be

similar to slotting fees paid by manufacturers which are common. but do not overtutn the fact that net

monies flow from retailer to manufacturer and not the other wayaround.'his
issue will ta.ke on increasing importance in the near future due to a new generation of digital

radio receivers—terreslxial, satellite, and Internet based—that are capable of making and storing copies

of sound recordings. These receivers alter the typical "streaming" nature of radio, which has histor'ically

broadcast songs whose only trace remained in the memory of the listener. The new receivers allow

users to automatically record digital songs, providing unlimited playback at the discretion of the user.

This technology seems likely to exacerbate any negative impact on. record sales from radio play,

increasing (or making positive) the market price for the right to broadcast particular sound recordings.

producers seem to believe that television broaclcasts w:ill cannibalize sales and it is hard to imagine that this belief is not
correct.

In contrast to record companies, movie owners are able to strictly control whether the station can broadcast the movie,
when they can broadcast it, and for what price. Providing geographic exclusivity in these rights to single stations:is
common. Analyzing the historical reasons for this different set of1 rig~hts ~grar&ted'o movie owners versus sourI&d

recording owners is beyond the scope of this paper, but severa1 possibilities come to mind: 1) there was no copyright on
sound recordings until 1971 so there was no right that could be sold and the current sjituation can be considered a form
of grandfathering; 2) the belief that radio was beneficial to sound kecofdin) sales implied a zero or negative price;~ or 3)
sound recording firms had less political power vis-a-vis radio broadcasters than did movie owners relative to television
broadcasters and thus the sound recording owners were unable to secure for themselves the same set of rights as movie
producers.

For morc information about slotting fccs,scc Klcin and Wright (2007).



There have already been several recent skirmishes between the sound recording and broadcast

industries and we can expect more friction as these technologies mature.'his would seem, therefore,

to be a propitious time to examine the nature of this interaction of radio on sound recordings.

I. A Brief History of Radio and Sound Recording

Radio and sound recordings have largely grown up together, with both industries reaching

commercial viability early in the 20 century, although sound recordings came first. Thomas Edison is

credited with creating the first sound recording in 1877 with a tinfoil recording process. Tinfoil was

soon replaced with wax cylinders, leading to a long-forgotten standards battle between cylinders and

disks (the disk system, known as thc gramophone was developed by Emile Berliner). Just as VHS came

later but nevertheless won its battle with Beta, disks came later but eventually won the day.

The first commercial American radio stations went on the air in late '1920. Numerous stations

were borne in the next few years and by 1923 the number of stations was over 500„which remained the

approximate number for the next fifteen years (Hazlett 1997).'n 1926 the penetration rate of'adio

was approximately 20%." In those days both radio and sound recordings were more the provenance of

the middle and upper classes than the lower class and the overall penetration rate of'adio most likely

severely underestimates the penetration rate of radio in sound recording households.

The market for sound recordings was surprisingly mature by the time of radio's entrance. For

example, a magazine devoted to the sound recording industry (Talking Machine World) was established

in 1905 and by 1920 monthly issues were averaging 200 pages." Sound recording sales in 1921 were

I include satellite radio as a species of radio broadcast in this paragraph. An example of this friction can be found in
the Washington Post, "Music Labels Sue XM Over Recording Device" Annys Shin, May 17, 2006; Page D01 at
h://www.washin on ost.com/w -d n/content/article/2006/05/16/AR2006051601826.html

Reported in Figure 1 in Thomas Hazlett, "Physical Scarcity, Rent Seeking, and the First Amendment" Columbia Law
Review, Uol. 97: 905-944. Hazlett's data are taken from Bureau of the Census.'ee Liebowitz (2004)." See htt://www. arlic.com/-t ac k/tmw.htm.



more than $1.1 billion, measured in 2004 dollars, and tht p0pulati6n +as~ only slightly more than one

third of the current population.'o put this value in perspective, constant dollar sales revenue per

capita was actually slightly higher in 1920 than in 1950. An overview of the current music market that

also touches on several of the issues raised in this paper can be found in Connolly and Krueger(2006).'iebowitz

(2004) exarnned the historical relationship between record sales and radio play for two

periods: the introduction of radio in the US in the 1920s and the introduction of commercial radio in

Britain in the latter decades of the 20 century. In the first instance record sales fell dramatically after

the introduction of radio, and in the second case there was no evidence of a'ositive relationship

between increased radio play of popular music and record ~sales. The~ current paper is an attempt to

more directly and more precisely measure the current relationship between radio play and sound

recordings.

II. The Possible Relationships between Radio and Sound Recordings't
is often claimed that radio has a beneficial impact on sound 'recording'sales. 'While it is

incontrovertible that radio can direct demand to particul& shngI Sat Peeve!heavy airplay,'he impact

on individual songs is quite distinct from the impact on the entire industry, although this distinction has

not been generally recognized.

The particular details of the overall impact of radio depend on two competing factors. On the

one hand, radio allows users to experience new songs that they may not have previously heard. If this

were the primary use of radio by listeners then radio could increase overall record sales. On the other

hand, the time spent listening to radio is also capable of being a substitute for the time spent listening

to prerecorded music. To the extent that broadcast radio is such a substitute, 'rad'io would be expected

'his number comes from correspondence with the Recording Industry Association of America (RIAA) as reported m
Licbowitz (2004). 4E

%F



to harm overall record sales. Radio is capable of delivering both impacts and the relative strength of

each would determine the overall impact.

A. What can we learn from statistics on music listening?

The bare statistics on time spent listening to various technological sources of music are

informative in and of themselves. The average American spent five times as much time listening to

radio per day than listening to traditional sound recordings in 2003, according to the US Statistical

abstract" These time-usage values seem incompatible with a hypothesis that radio is used primarily as a

means to learn about new music for later purchase, since it would appear infeasible that consumers

spend so much more time searching for new music then they spend in the ultimate act of music

consumption. These statistics imply that radio is being used largely for its own consumption value.

Certainly, this line of thinking doesn't prove that time spent listening to radio is too long to be

4h
pure search, but it illustrates the great likelihood that much and probably most radio listening is a form

of consuming music, and if so, radio is likdy to be a substitute for the listening to and the purchasing of

sound recordings. Understanding the nature of that substitution depends on understMiding the nature

ofmusic consumption.

B. Music Consumption

Listening to music is a favorite activity for many individuals. The particular forms of

consumption are varied, however, and include attending live performances, listening to CDs (or other

sound recording mediums), or listening to radio and television broadcasts. Our focus is on the two

major sources of music consumption—broadcast radio and sound recordings. Thcsc two music sources

'adio (including satellite) is listed at 2.75 hours per day and sound recordings at .5 hours per day. See Table 1116
"Media Usage and Consumer Spending for 2003." The ratio was doser to 3:1 in 1999, before file-sharing began.
Available at htto://www.census.aov/comnendis/statab/tables/06s1116.xls.



satisfy the music listening craving in different ways and each has certain advantages relative to the

other.

Sound recordings provide the highest audio quality and also allow particular songs and

performances to be ideally matched to an indiviclual's tastes. Broadcast radio, besides suffering from

lower audio quality and less perfectly matched music, also suffers from numerous minutes of

advertising. Nevertheless, radi.o has some advantages over sound recordings—disk jockey patter {which

many consumers apparently enjoy); broacl playlists which allow the consumer to sit back and let

someone else decide what to play {which is presumabl) m6re useful~ than a pure randomizer switch

since otherwise radio would just use such a, smitch); and a much lower price since radio is free whereas

the legal consumption of sound recordings requires that they be purchased.

These different characteristics provide different strengths for these two sources in catering to the

music listening desires of consumers. We can think oF two extremes in a continuum of music listening

experiences. On the one hand, an individual might wish to listen to a specific recorded performance or

set of performances, which we can refer to as "specific" music consurnp6on. Alternatively, an

individual might wish to listen to a random selection. of performances from a large library of

performances {most likely from a particular genre) which we ~can~ refer to as generic or nonspecific

music consumption. The two types of listening, which Ere thelmsklve's somewhat s'ubstitutable, imply

different behavior toward radi.o and sound recordings.

If specific music consumption is desired tlie individual arill need to access the specific sound

recordings of interest, either from his personal collection,~ those ~of 'acquaintances, or more general

libraries. Once these sound. recordings are in th.e individual's possession, he can easily and quicldy listen

to the songs in which he is most:interested. Radio, by way of comparison, is not an efficient technology

for accessing specific songs. Since a song is considered to be in heavy rotation if it is played twice a, day,



an individual would need to spend an inordinate amount of time listening to radio before even one

desired song was played, to say nothing of a larger collection of songs (note that this is somewhat less

true for satellite radio which sometimes has a station devoted to songs from but a single artist, e,g., the

Elvis Presley or Bruce Springsteen stations on Sirius Satellite Radio).

Non-specific music consumption is another matter entirely. Radio is particularly good at catering

to this desire, with its playlists and large libraries. Individuals can use their personal libraries to also

provide a form of non-specific listening, perhaps by telling their CD or MP3 player to randomize the

play of songs, or else choosing the music to listen to in a somewhat haphazard manner. Because sound

recordings are not free, the music libraries of individuals are usually quite limited in comparison to that

of radio stations. The disadvantages of radio are its lower audio quality and the fact that its collection of

music is not as closely tailored to the tastes of individual listeners as their own libraries are likely to be.

Nevertheless, the relative usage statistics reported above indicate that the disadvantages of radio are

overwhelmed by its advantages for a great majority of individuals.

Note that radio and sound recording are substitutes for non-specific music consumption whereas

specific music consumption should be dominated by the use of sound recordings. More importantly,

radio broadcasts are clearly a substitute for sound recordings in the case of non-specific music

consumption but may well be a complement for sound recordings in the specific music consumption

category. This latter result is due to the fact that radio can provide information and therefore influence

which specific sound recordings are purchased.

This dichotomy between the impact of radio in specific versus non-specific uses of radio

broadcasts leads to the potential fallacy of composition. By focusing on the ability of radio to rearrange

the position of songs in an individuals tanking of 'Favorites'he analyst would only measure the positive

impact of radio on sales of specific songs without capturing the true market impact.



Because radio and sound recordings compete for non-specific music uses, raclio usage will have

negative impacts on the sales of sound recordings For non-speci.fic music uses, which appears ito louie Lly

far the larger of the two uses. In the much smaller category of spec!ific music use, radio wiU cl'early

influence the selection of sound recorclings and may ev'en increas'e the number of'ound recordings

sold. By focusing. on the latter interaction oF these m4sici sdurc4s fo lihe 'exclusion of the. Former

interaction, previous discussion have ignored the potentially ne!gatire impact of radio on sound

recording sales. We turn now to an empirical investigation of the overall relationship.

III. Data

In order to perform our analysis we need to merge three data sets together: Arbitron data on

radio, Nielsen SoundScan data on record sales, and. US Census data For market demographics.

The Arbitron radio data are based upon diaries filled out by respondents, similar to Nielsen

television diaries. The clata are produced several times a year and currently are Found in digital form. We

were provided access to their data for 1998 and 2003. Arbitron classifies stations by type 6d also

aggregates groups of stations into approxi!mately 275 (269 and 278 in 1998 and 2003 respectively)

Metropolitan Survey Area.; (k!nown as Metro Areas) based on the areas in which they broadcast. Some

rural residents are left out of the surveys. Arbitron data include!informatic&&n on the average time spent

listening to radio in its Metro Areas as well as data, on the share and genr'e o:F each radio station in an

area, allowing a calculation to be performed separating the audiences for music radio and talk radio.,"

Nielsen SoundScan selLs data on record sales (Full length albums') by geographic area, genre, and

by year. Sales data come mainly from bar code scanners! at!retail outlets. !Online sales are included in

these numbers, with cuistomer locations mapped to shipping addresses for physical units or credit card

'n 1998 the radio genres whiich we classifiecl as 'talk'ere: News, Religion., Sports and Talk. Iri 2003 the genres had
multiplied and changed, and we classitled as talk: All News, All Sports, Educational, News Talk Information, Spanish
News/Talk, Sports, Talk/Personality, a!zd Religious. Note that Gospel, although religious, is classified as music.
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locations for digital downloads. As a factual matter, digital downloads played virtually no role in the

analysis since they were a trivial component of the market even as late as 2003. Nielsen aggregates sales

by Designated Market Areas (DMAs) of which there are 210 in the US and everyone in the United

States is included in a DMA. We purchased data for the largest 100 largest DMAs which includes

approximately 83% of the total population. As we will see below, smaller DMAs provide less reliable

data.

The US Census, as part of it Current Population Survey (CPS) undertaken for the Bureau of

Labor Statistics, conducts irregular surveys on Internet and Computer use, We use these Census

surveys since we wish to control for the important impact of file-sharing on record sales. There was a

survey in December oF 1998 and another in October of 2003 and these are the two used in the

analysis," The surveys provide information on demographic variables such as average household

income, age distribution by area, minority share of population„breakdown by gender, internet use„ type

of internet connection, as well as a host of other variables not used in the analysis. The geographic areas

used in the Census are known as Metropolitan Statistical Areas (MSAs) and there are 241 of these areas

in our data. As is the case with Arbitron Metro Areas, these MSAs do not include rural residents."

Census data are based on responses from individuals to survey questions. The size of the census survey

sample (approximately 130,000 nationally) in small MSAs is sometimes insufficient to provide accurate

estimates for various demographic data, We try to take account of this problem in the analysis. Arbitron

Metro Areas normally correspond to Census MSAs although they are not identical to them."

The control for file-sharing requires that the start date occur prior to file-sharing (1999) and that only one other year
be used. For details see l,iebowitz (2006).'he Census Data also include PMSAs (primary metropolitan statistical areas) and CMSAs (consolidated metropolitan
statistical areas) which are entire or parts of more heavily populated MSAs.

Arbitron states: "Arbitron Metros generally correspond to the Metropolitan Statistical Areas (MSAs, PMSAs,
CMSAs) defined by the U.S. Government's Office of Management and Budget. They are subject to exceptions dictated
by historical industry usage and other marketing considerations as determined by Arbitron." See page 8.2 of Arbitron
Radio Market Rcport Rcfcrcncc Guide, 2002.
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Combining these data sets is not a trivial task. Since Nielsen DIVIAs are the largest areas and

represent larger populations than Census MSAs or Arbittrorf Mt"trcj At!eas'ev'en when they all!have the !

same name) we aggregated the MSAs and Metro Areas to match the Nielsen DMAs. This often

required adding several MSA: (or Metro Areas) together to approximate the DMA. Arbitron provides a

guide to link its Metro areas to the Nielsen DMAs, although the resulting matches are sometimes far

from perfect. Matching the Census MSAs to the Nielsen DMAs was based upon examining Nielsen

DMA maps (which show the counties belonging to a DMA) and. determining which DMA an MSA

belonged to based on the county containing the MSA.

The 'matched'etro Areas and Census 'vISAs sometimes contained only a small portion of the

DMA population, particularly For the DMAs with smaller populations and more rural chara!t:terIisti!I:s.

This is because rural households in DMA. are often exclucled From Metro Areas and .MSAs. For that

reason we constructed a variable, "&Coverage", which measures the portion of the DMA population

replicated by the aggregated MSAs or Metro Areas." When Coverage falls to a lov'evel it is possible

that the Census or Arbitron variables, based as they are on MSAs which make up only a small

percentage of the DMA population, will not properly reflect the actual population characteristics in the

DMA. In the analysis that follows the sample. will sometimes be restricted to observations where the !

Coverage is greater than 60% or 75%, in order to eliminate!the! influence of potentially nwsleading

measurements.

Although the data frona Nielsen SoundScan cover 100 DMAs, one DMA could not be matched

with any census MSAs and was dropped from. the analysis. Furthet; missing data for radio listenership

Coverage ratios were calculated for each DMA for both Arbitron and Census data and the lowest ratio for 'either
Arbitron or Census data is used for ea!ch I31VL&k. One difficulty in constructing these ratios was that Nielsen populations
were based on individuals over the age of 2 whereas Arbitron populations were based on individuals over the!age!of 1!2.

This required that wc used Arbitron listed DMA popuIations when calculating thc Arbitron covcragc ratios.
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removed another three or four DMAs, depending on year and whether radio was measured as total

radio audience or music radio audience.

Variable
College Degree

Coverage
DMA Population (00,000)
Household Income (000)

Males
Minority

Number Radio Stations
Old (55+)

Share Internet
Radio Usage (hrs/day)

Music Radio Usage
Talk Radio Usage

Record Sales per capita
Calculated Weights

Young (12-29)

Change in Variable
College Degree

DMA Population (00000)
Household Income (000)

Males
Minority

Number Radio Stations
Old (55+)

Radio Usage
Music Radio Usage
Talk Radio Usage

Record Sales per capita
Share Internet
Young (12-29)

Obs
99
99
99
99
99
95
95

99
99
96
96
95

99
99
99

Obs
99
99
99
99
93

96
99
95
95

95
99
99
99

Tab
Mean
0.204
0.683

23.505
47.966
0.480
0.220

22.017
0.227
0.613
2.711
2.298
0.417
2.321

651.593
0.303
98-2003
Mean
0.018
1.643
8.523
0.001
0.019
2.172
0.011
-0.294
-0.323
0.029
-0.577
0.310
0.001

ues

0.087
0.203
6.308

20.380
0.400
0.024
12.287
0.130
0.440
2.371
1.861
0.190
1.499

17.108
0.200

Std. Dev
0.051
0.206

27.275
8.986
0.023
0.138
4.991
0.054
0.071
0.161
0.190
0.138
0.440

545.538
0.044

Std. Dev.
0.040
2.361
7.087
0.035
0.054
7.311
0.047
0.104
0.123
0.092
0.695
0.058
0.045

Min
-0.114
-0.559
-6.660
-0.137
-0.115

-11.404
-0.120
-0.600
-0.623
-0.227
-3.484
0.120
-0.110

le 1: 2003 Val

0.345
0.977

194.212
75.895
0.520
0.665

38.109
0.410
0.740
3.233
2.976
0.750
3.879

2664.062
0.410

Max
0.208
13.845
26.901
0.143
0.186
65.000
0.191
-0.050
-0.036
0.351
1.049
0.466
0.140

38.255
0.484
0.293

0.306 0.288

pop weightec Rural
0.216 0.139
0.828

54.835
50.540
0.482
0.269
25.304
0.215 0.250
0.621 0.545
2.769
2.293
0.476
2.445 1.837

Table 1 presents summary statistics for 2003 and for the change from 1998 to 2003, allowing the

reader to infer the 1998 statistics if desired. A person in the average DMA spent 2.3 hours per day

listening to music radio snd 2.71 hours a day listening to all radio. Sales of full length sound recording

albums avenged 2.32 per person per year across DMAs, somewhat less than the average weighted by
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population. The combined coverage ratio in the average DMA was 68.3% and. the DMA with. the

lowest values was about 20%, which would be a cause for concern if these observations were accorded

much weight in the analyses, The national (weighted) coverage ratio was a more reassuiing 82.8%,

however. Small cities tend to have lower coverage ratios (the correlation between DMA size and

coverage is .44).

As mentioned, the population of the top 100 DMAs represents about 85% of the nation:0

population. The MSA (Metro Area) population matched to the DMAs covers about 87'/o (79%) o:F the

DMA population, so that in total our sample covers about 72% I'66'Yo) Of the LJS population. How does

the population left out of MSAs compare to the included population'& Being more rural, the left out

population would be expected to be poorer, have lower Internet. usage., and lower education. This

expectation is confirmed in the rightmost column of Tablh 1 (why re lwe see that left out individuals have

lower Internet use, a smaller share of college degrees, lower Incomes, and lower per capita record sale's

than the included population.

IV. Estixmation

Our goal is to determine the impact of radio play on record sales, Our null hypothesis will be~ that

radio increases record sale. since that conclusion seems to have ~been accepted by almost everyone. All

of our variables are measured. as the per capita. value in a city. 'The dependent variable will be record

sales per capita. The key iridependent variable will be the average time spent listening to music radio.

Demographic variables that are likely to influence record sales include income, Internet use, possessio~

of college degree, relative size o)F age groups (over "I5 and 12 through 29), and minority population

(black and Hispanic).
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We have data for 1998 and 2003. Having data for more than one year allows panel methods to be

used and this will be our preferred methodology. The appendix present results from the single-year

cross section regressions which provide similar results.

A. Radio Play and Record Sales

Table 2 presents results from running regressions using first differences, By taking first

differences we control for underlying differences in the populations and circumstances of cities that do

not change over this period and for which we do not have controls, in a manner identical to a fixed

effects model.

The table includes regression results over the full 1998-2003 interval where all the variables are in

first differences, except for the measurement of Internet usage which will be explained shortly. The

dependent variable is the change in albums sold per capita. The various specifications in Table 2 differ

from one another as we stratify the observations by coverage ratio and population in order to remove

from the analysis observations likely to be less precisely measured.

The first column includes the full sample although these results are most vulnerable to poor

measurements and are included more for the sake of completeness than for any information revealed.

The second column weights each observation by a combination of population and coverage, so that

larger cities are more heavily weighted and cities with greater coverage are more heavily weighted, with

the weighting constructed to give approximately equal impact to population and coverage." The

purpose of this weighting was to reduce the impact of observations with likely mismeasurement due to

low coverage or possible imprecision in the Census numbers due to the sample size being too small to

provide reliable statistics. The weighting here is quite severe, with the variation from the highest to

lowest weight on the order of over one hundred to one {as can be seen in Table 1). The next two

Thc weighting was constructed taking thc product of thc squared covcragc and thc square root of thc population.
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columns eliminate observations (giving them a zero weight) when the coverage is less than either 60'/o

or 75%. These cutoffs were chosen as fairly na!tural indicators of good if not great coverage and rnor!e

demanding cutoffs would have lowered. the number of! observations further than deemed prudent,

although we will explore the impact of choosing different cutoff's later in the paper. Columns 5 and 6

add in a cutoff for population as well as coverage.

Table 2: Fiick t Differenc;es R~eession on Chan e i'lbum Sales

Chan e in

Full
Sample

Pop k Coverage
Cov Wgt &.6

Coverage
'& 75

Cov &.6;

pop&.6M
Cov &.75;

pop&.6M

Daily Per Capita Music
Radio (Hiouns)

Average Household
Income (000 s)

2003 Internet Access

BA Degree or a!bove

Share 12-29

Share Males

Share .55+

Share Minority

DMA Population. (%)

Constant

-GI.0745

(0.46.2)
0.0087
(0.362
-1.5582
(0. 185)
3.1199
(0. 162)
5.3332
(0.077
-0.8486
(0.721)
1.3197
(0.568)

-].,0790
(0.475
-0.3810
(0.684
0.2827
(0.719

-2.7630 -3,4950
0.043

-4.5426
0.06 j2

4.0142 6.2029 9.021.5

(0;172) (0.081 ~(!.08!0~
5.2812 9.0277 8.2210
(0.094) 0.02! (0.108)
-2.4070 -4.6742 -4.9393
(0'.329) (0.159) (0.196)
1.1857 4.9417 1.0563
(0.581) (0.144) (0.784)

-0,2796 0.4427 -0.93 15

(0.844 (0.806 (0.70!0~
-0,3324 -0 45 8 0 0504
(0.668 (0.663 ~0.973~
0.6820 0.992 1 4393

0.3260.342)

-0.7903 -Ol7507 ! -).18(7 !

~0.076 (0.169 '.126~
0.0227 0.0299 0.0368

0.047 ~().086~

-0.6049
0.06

0.0148
(0.118
-2.7686

O!.003

-3.2295
(0.188)
0,6868
(G!.792)

1.1555
(0.452)
-0.59).0
(0.775)

0,6420
(G!.675

-0.8576
0.154
1.0931
O!.05I)

-0.7767
0.056

0 GI220

0.034'2.5656

0.014'.3713

(0.863)
0.8054
(0.676)
-0.4517
(0.774)
-1.2845
(0.413)

-0.4186
(0.744)
-0.4557
(0.428)
0.7715
(0.145)

Observa!tions
R-s uaied

90
0.14

ses,, p value
/o bold doul

Robust p values in parenthe
level bold underlined at 5".

161 I I 1411

0.33» 0.37
90

0.20
, for music radio is for one tail test; lb

ble underline I'Yo

~53

0.25
old is sig

36
0.36

at 10%

Our primary interest is in the coefficients on music radio use. The coefficients are always negative

and (excluding the full sample) imply that radio play causes a, substantial clecrease in the sales of CDs.

The coefficients are generally at or near the border of statistical significance if we include 10% as a

cutoff. The average coefficient (excluding the f'ull sample) is —.82 but we will round this value down to

—.75 in the illustrations below because when the impact 'of outliers is reduced the average coefficient
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falls to —.68. This economic significance of these coefficients tells us that a one-hour increase in usage

of music radio, which is somewhat less than one half of the average value, would lead to a dedine of

.75 sound recordings. Although the confidence intervals around these coefficients are wider than we

might like, the implied impact of radio indicates an important economic impact of radio play on record

sales since the yearly per capita purchases of sound recordings is about 2.7 over the five year interval. If

this coefficient could be applied to the entire range of radio usage, and we will have more to say about

this below, the decline in record sales would be very large relative to actual sales. These results are

certainly strongly contrary to the normal expectation of a strongly positive impact of radio play on

record sales.

Income is always positive, as expected, and usually significant. An increase in household income

of $10,000 would lift sound recording sales by approximately .25 units. DMA population has no clear

impact on sales.

The Internet variable requires some additional explanation. In the period from 1998 until 2003

file-sharing arose from nothing to become a very popular activity. Liebowitz (2006a) demonstrates that

a correct specification for a regression measuring the impact of file-sharing, if file-sharing was zero in

the beginning period, would be to use the level of Internet use in the later period in an otherwise first

differenced regressions. As was the case in that paper, the Internet variable in Table 2 indicates a very

strong negative impact of file sharing on record sales, which is consistent with most other studies of the

subject (see for example, Liebowitz 2006, Rob and Waldfogel 2006, and Zentner 2006). The impact of

file-sharing is less than this coefficient, however, because Internet usage itself can be something of a

I used the built in RREG Stats routine to determine whether weakening the impact of influential observations would
change the results. Although the coefficients were slightly lower, the average p values were slightly stronger (.08 versus
.10). The RREG routine first eliminates observations with levels of Cook's D that are above 1 and then it iteratively
lowers thc wcightings of observations with large absolute residuals, until a convcrgcncc threshold is rcachcd.
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substitute for listening to sound recordings as described:in Liebowitz (2006a), which controlsl forj this

factor and condudes that file-sharing still has a large negatively impact on record sales.

The share of the population with college degrees appears to have a positive impact on record

sales until small cities are removed. It is also the case that when outliers are made less inouential this

variable loses its strength. The minority and age group variables do not have much consistency; The

coefficient on share of individuals aged 12-29 appears to have a positive impact on record sales, but as

was the case with the college variable, the result goes away when small cities are removed or when

robustness checks (for outliers) are performed.

Observations
R-squared

Table 3: Conoise Regressors on Change in Album Sales
cov &.75

Pop k cov &.6

Cov Wgt '.75 pop&.6M
First Differences M

Daily Per Capita Music -0.8091 -1.2560 -li5237 '-0.6347 -'0.6931 -0.9833
Radio (Hours) (0.065) (0.069) (0.101) (0.033) (0.019) (0.057)

Average Household 0.0177 0.0194 . 0.0347 0.0084 0.0201 0.0200
Income (000s) (0.033) (0.079) (0.044) (0.320) (0.0091 (0.097)

2003 Internet Access
-2.1177 -2.9273 -4,25 )6, -2.$070 -2.2478 -2.7903
(0.026) (0.053) (0.073) (O.OOS& (0.018) (0.035)

95 61 41 53 36
0.076 0.074 0.137 0.147 0.284

Robust Regressions
Daily Per Capita Music -0.7562 -Oi7493 '-0.7066 0.6614 -0.7184'adio(Hours) (0.019) (0.035) (0.02$) (0.055) (0.034)

Average Household 0.0128 '.0146 0.0142 0.0187 0.0150
Income (000s) (0.065) (0.079) (0.047) (0.024) (0.054)

-1.9 139 -1,74) 1, -2. $66( -,2.0606 -1.9706
(0.009) (0.043) (O.O03i (0.015) (0.018)

Observations 61 41 53 36
R-squared 0.163 0.169 0.205 0.232
Robust p values in parentheses; p value for music radio is for 'one'tail'test; bold is sig at,
10% level; bold underlined at 5%, bold double underline 1%; Constant term not shown.,

Due to the relatively small number of observations it is important to try to maximize the

efficiency of the estimates. To this end the regressions were. rerun using only: the variables .that appear

to actually have consistent and significant impacts—music ~radio use,~ Internet use, and income. The
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results are found in Table 3. The top half of that table provides the first differenced OLS regression

coefficients. The general results are similar but generally stronger than in Table 2. The coefficient on

music radio is somewhat larger, averaging —.98 with an average p value slightly below .06. The bottom

half of the table provides the results from the robust regressions using Stata's RREG routine to weaken

the impact of influential observations. 'ith these regressions the music radio coefficient is about the

same as in Table 2 but the confidence interval is narrower."

8. The Nature ot the Substitution

We have found that, contrary to received wisdom, increases in time spent listening to music radio

do not increase the purchase of sound recordings but instead appear to decrease the sale of sound

recordings by an economically large amount. There are two possible explanations for a negative impact.

One explanation might be that the time spent listening to radio is time that is taken away from other

general entertainment activities and that listening to sound recordings is just one of these activities. The

other explanation, which is the one that has been put forward in this paper, is that listening to music

radio is a substitute for non-specific music listening that might otherwise have used sound recordings.

Fortunately, it is fairly easy to test between these two possibilities. Not only do we have a

measure of time spent listening to music radio but we also have a measurement of the time spent

listening to talk radio. If the former hypothesis were true, talk radio would have the same impact on

record sales as does music radio since time would be the key element of substitution and an hour of

talk radio takes as much time as an hour of music radio. If the latter hypothesis were tiue music radio

would have a more powerfully negative impact on sound recording sales than would talk radio.

Stata's RREG routine doesn't allow weighted regressions so the first column is blank.
Although the robust regressions were not shown for Table 2, the average coefficient was .684 and the average p value

was .079
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Table 4 presents the partial (income ancl Internet I:oefficienth are n~ot shown) results of'oncise

regressions which include both talk:and music radio in regressions otherwise identical to Table 3. The

coefficients on talk radio, although gerierally positive, hhve la e confide!nce intervals. Certainly., talk

radio does not appear to have the same impact or sign as music radio.

Table 4: Concise R~eression with two es of Radio Station

Pop A
cov &.6

cov&.75
cov &.6

pop&.6M

cov &.'75

pop&.6
M

Avg

Daily Per Capita Music
Radio (Hours)

Daily Per Capita Talk
Radio (Hours)

-0.6238 -1.1435

(0.126) i'0.082
0 3996 0.2398
(0.598) (0.842)

-0.4070
(0.364)
1.9753

(0.212)

-0.8487
0.017

-0.5094
(0.319)

-0.6004 -0.7247
(0.113) (0.140)
0.1904 0.4591
(0.735) (0.541)

Observations
R-squared

95

0.08
61

0.08
41

0.17
53'.16

'36

0.29
Test for Equality of
coefficients (p-val)

(0.1.82) (0.266) (0.120) (0.437) 0.036

Coefficients for Income and File-sharing Proxy not shown; Robust p values in
parentheses; p vajlue for music radio is for one tail'test; bold i's sig at 10;~0 level, bold
underlined at 5%, bold double underline 1 /0

Because the confidence interval around talk radio is so wicle we can only reject equivalence of the

two coefficients for one regression specification; the other specifications have p-values ranging from

.12 to .44 when the equivalence of the coefficients are tested. Neveriheless, the impact of talk radio

certainly appears to be different than music radio and in a manner. consistent with expectations. Our

conclusion, therefore, is that music radio is a direct substitute for sound recordings independent o~f the

time taken listening to radio. This is really not much of a surprise.

V. Further (.'hecks

A. Outliers and Cutoffs

One possible issue is the impact of outliers. In all instances, beyond those mentioned in the ~text,

the robust regression technique built; into Stata. were examined and the results were in close agreement
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no evidence that the results presented are due to a small number of influential observations.

It is also possible that the cutoff points chosen may have inadvertently impacted the results

relative to other possible cutoff values. Examining other cutoff values {based on the concise regression

specification), as shown in Table 5, reveals that the cutoff values chosen did not lead to unusual results.

tNote that as some cutoff values change the number of'ncluded observations may not change.] An

examination of p-values, found in the bottom half of Table 5, also reveals that the chosen cutoff points

in the main text do not provide unusual results.

Table 5: Music Radio Coefficients (and p-values) for Different CutoffValues
Pop 3 Cov 0.5 0.550 0,6 0.650 0.7 0.750 0.8 Average
n011C

400,000
500,000
600,000
700„000
800,000
Aver e

-0.9572
-0.9289
-0.9517
-0,4671
-0.4632
-0.3684
-0.6894

-1.1719 -1.2560
-1.0739 -1.1722
-1.0974 -1.2012
-0.5597 -0.6347
-0.5597 -0,6347
-0.4496 -0.5162
-0.8187 -0.9025

-1.4040
-1.4040
-1.4414
-0.8320
-0.8320
-0.6963
-1.1016

values

-1,4725 -1.5237 -2.0500 -1.4050
-1.4725 -1.5237 -2.0500 -1.3750
-1.5140 -1.6070 -2.1453 -1.4226
-0.7323 -0.6931 -0.6219 -0,6487
-0,7323 -0.6931 -0.6219 -0.6481
-0.6993 -0,6296 -0.5314 -0.5558
-1.1038 -1.1117 -1,3368 -1.00921

op 7 Cov 0.5 0.550 0.6 0.650 0.7 0.750 0.8 Average

400,000
500,000
600,000
700,000
800,000
Average

(0.0945
(0,1140
(0.1120)
(0.0700
(0.0735
(0.1210)
(0.0975

0.0805 0.0690
(0.1020) O.OS60

(0.1020) 0.0855
0.0530 0.0325
0.0530 0.0325
0.0965 0.0645
0.0812 0.0617

(0.0555
0.0555
0.0550

0.0125
0.0314

(0.1005) (0.1005) 0.0615 0.0803
(0.1005) (0.1005) (0,0615 0.0886
0.1000 0.0955 (0.0590 0.0870
0.0265 0.0185 (0.0635 0.0384
0.0265 0.0185 (0.0635 0.03S9
0.0260 0.0240 (0.0915 (0.0623)
0.0633 0.0596 (0.0668 0.0659

B. Simultaneity

Finally, another potential problem with the estimation is the possibility of simultaneity. We have

examined the role of radio broadcasts on the sales of sound recordings. The argument might be made

that the sales of sound recordings have an impact on radio listening just as radio has an impact on

sound recording sales. After all, they are substitutes for each other when individuals want to listen to
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non-specific music. Coulcl the amount of time individuals spend listening to radio depend on the

number of sound recordings that they purchase?

Although a linkage is clearly possible, there are reasons to doubt the importance of sound

recording purchases on time spent listening to radio. First, the number of sound recordings available is

the stock of owned recordings which is likely to be much larger than the flow of purchases, so the

current flow night be at most only weakly related to the nuniber of purchases unless the stock of older

CDs depreciates rapidly over time. Second, for specific music consumption, sound recordings, are the

much preferred solution and radio will not be much of a substitute. Sound recording purchases

intended mainly for specific listening {which might be the main use of sound recording purchases)

should not, therefore, impact time spent listening to radio.

It is also useful to consider factors that might change the number of sound recording.; pilrckased

and the impact on radio listening. One veri important factor during this period is file-shaiing, and to

this we should add instances of non-Internet based sharing, isuch as ripping borrowed ( Ds. Although

we have a variable for internet based file-sharing, it might: not pi~ck &zp ail of the impact of borrowed or

pirated music. If it did not, individuals would decrea. e their purchase of sound recordings and at the

same time likely decrease thejir listening to radio since they can now have a very large free libras of

music to which they can listen. In this case, a, reduction in record sales would be associated with ~a

decrease in radio listening, not an increa.e.

Nevertheless, we. can perform a test to determine whether there is evidence of simultaneigr or

not. The test is a form of Hausman specification test in which we regress radio music listening on a set

of exogenous variables, calculate the residuals, and then include those residuals in the regression. on

record sales. In this case the exogenous variables include all the demographic variables used in the

above regressions plus, for the regression on radio music listening, changes in both the number of radio
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stations and time spent listening to talk radio, each of which should be independent of the possible

music-radio/sound-recording tradeoff. Table 6 reports the coefficients on the variable consisting of the

first stage residuals for our various combinations of cutoff, which are insignificant with all cutoff

values.

Table 6: Coefficients of Residuals in Hausman Test
cov &.75

Pop 4
cov&.6 cov&.75 pop&.6

cov &.6

Cov Wgt pop&.6M

coefficient 0.2619 0.1648 1.0382 -0.7221 0.2765

p value (0.812) (0.928) (0.654) (0.539) (0.784)

The conclusion that would be drawn from this is that there is no simultaneity problem to worry

about. Nevertheless, this test cannot be considered conclusive so we proceed to use instrumental

variables in order to morc fully cxpungc thc possibility of simultaneity. Wc should kccp in mind that

because we have a fairly small sample size, instrumental variables, which provide biased and inefficient

estimates, may not provide better estimates than OLS.

Equation (1) represents the equation that we have been estimating with OLS up to this point.

Equation (2) represents a structural equation explaining music radio usage. The two new variables in

this equation are the number of radio stations (Stations) and the amount of time that individuals spend

listening to talk radio (RadioTalk).

(1) Albums = a, +a, RadM+a,Inc +a,BA+ a4Yng+ a,Male + a,Old+ a,Int+a,Minority+a,Pop

(2) RadM = bo+ bgAlbums + b2Stations +bgtRdioTalk

Listening to talk radio fulfills a very different taste than does listening to sound recordings and

should not be a substitute for listening to sound recordings, at least no more than any other activity that

takes up time. Further, we have already seen that the time spent listening to talk radio does not impact
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the number of albums sold. If talk radio is independent of album sales, it should be uncorreiated with

the error term in the regression on Albums.

Our other instrument is the average number of stations in a DMA, which is a construct based on

the average number of stations found in Arbitron metro areas weighted by the populations of the

metro areas in a DMA and as such doesn't relate directlyi to tinyi particitlariseti of physical stations since

a single station can appear in more than one metro area. We expect this count of stations t'o be

independent of record sales except through its impact on the radio music-use variable. The number of

stations is determined in part by regulations since radio stations need government permission to

broadcast The number of stations is likely to impact the variety of programming and might allow

listeners to find programming closer to their tastes, impact 4e time spent listening to music radio,

but there does not appear to be any other mechanism by which the number of stations would impact

the sales of albums.

4E
Our procedure will be to instrument for RadM ini equatiion i(1) iwith the fitted values of RadM

from equation (3) that includes all the other exogenous variables that are found in equation (1) and the

two instruments where X1...X8 is a vector representing variableIi 2-9 in equation (1).

(3) RadM co+ Ici,,,....ca
I

+ c9Stattons +c OIIadIo

X8

The results of the second stage regression coefficients for radio music are found in Table 7. As a

byproduct of using instrumental variables, the standard errors on radio music are larger than is 'the case

for OLS which can explain why the coefficient is more variable .than when using OLS:and in. one

Not all stations in a metro area were counted. If a station was listed as having an audience rating (percentage of
audience) of zero, it was excluded from the analysis. This is similar to, Arbitron's listings which include stations only if
they have a mcasurablc prcscncc, although they do not base it on ratings points but instead on audicncc size.
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instance is even positive. Nevertheless, the average coefficient is about the same as before (-.826) which

further supports the view that there is no evidence that the OLS estimates are impacted by simultaneity.

Table 7: Second stage IV estimates of change in sound recording sales
Pop k

Cov W
Coverage

&.60

Coverage
&.75

Cov &.6;

pop&.6M
Cov &.75;

pop&.6M

radio music chan e in hours". -0.9375 -0.9658 -2.2727 0.4015 -0.6441
values (one tail) (0.177) (0.256) 0.021 (0.301) (0.100)

Sargan [non heteroskedastic-
robust] Instrument validity; P-

value
Hansen J Statistic on
instrument validity [hetero
robust Sar an; P-val

Heteroskedastic robust [quasi-
Hausman] exogeneity test; Chi-
s value for RadM
Anderson Canon Corr
Underidentication LR test; p
value

0.4303 0.4193 0.4112 0.7297 0.659

0.2178 0.1278 0.1044 0.5537 0.4436

0.931 0.7223 0.5618 0.2698 0.9549

0.0000 0.0000 0.0001 0.0008 0.0004
Partial First Stage Results; Music Radio is dependent variable

station count chan e 0.0025 0.0025 0.0023 0.0022 0.0024
0.000 0.000 0.001 0.004 0.002

radtalkch -0.6657 -0.5962 -0.6768 -0.5600 -0.6778

Observations
0.000

90
0.000

61

0.000
41

0.000
53

0.000
36

R-s uared 0.537 0.486 0.642 0.476 0.626
Robust p values in parentheses; ":instrumented variable; bold is sig at 10% level; bold
underlined at 5%, bold double underline 1%

The Sargan test for instrumental validity implies that our instruments are likely to be valid and

not related to the error term. The Hansen J Statistic, which differs from Sargan in that it is robust in the

face of heteroskedasticity, provides a less sanguine answer to the same question although it too

suggests, but more weakly, that the instruments are valid. A test similar to the simultaneity test reported

in Table 6 but robust to heteroskedasticity leads to the same conclusion as before—there is no evidence

that music radio is endogenous and thus no need for instrumental variables to begin with. Finally, the

Anderson canonical correlation likelihood ratio test tells us that the instruments identify the equation.

The bottom of Table 7 provides some coefficients and other results from the first stage regressions
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where it is easy to see that the two variables used as instruments are highly correlated with changes in

music radio usage.

We conclude that simultaneity is not a problem for the OLS results.

C. Errors in Variables

Although we have taken steps in our estimation 'to 'eliminate'or'weaken any'mpact of

measurement error, one might argue that such errors cannot have been completely eliminated. It is well

known that under classical errors-in-variables circumstances (which assumes the measurement error

term is not correlated with the true values of the variables) coefficients on all the rhs variables will be

biased and inconsistent if any of the variables is mismeasured.

Of course, our interest is centered on the coefficient for music radio listening.'If there were only

one explanatory variable in the regression the nature of the bias due to the mismeasurement is much

easier to determine since it would simply become the typical error tin-variables attenuation bias, ~here

the coefficients are biased toward zero. For this reason the regressions were rerun leaving out the other

rhs variables except music radio listening time. Table 8 shows that the results from these regressions ai'e

very similar to those obtained from the complete regression. Under standard EIV assumption we can

conclude that measurement errors are likely to lower our estimates of the impact ofmusic radio.

Table 8: Regression with Radio Mu'sic Usd as Sold Injlephndhnt Variable
Pop k Coverage Coverage Cov &.6; Ccv &.75;

Cov Wgt &.6 &.75 pop&.6M pop&.6M Average
Music Radio Sole -0.7505 -1.0323 -1I11I 8 'Ol3877 -0.4976 -0.7560
Variable (0.113) (0.143) (0.200) (0.157) (0.073) -0.1369
Observations 95 61 '41 ' '53 ' '36'-squared0.024 0.024 0.031 0.013 0.043
In Full -0.7903 -0.7507 -1.1817 -0.6049 -0.7767 -0.8209
Regression 6om (0.076) (0.169) (0.126) (0,067) (0,056) -0.0985
Robust p values in parentheses; p value for music radio is for one tail test; bold is 'sig

at 10% level; bold underlined at 5%, bold double'underline 1%



If the true coefficient were larger than the measured coefficient would not alter our analysis since

it would merely strengthens the conclusions already drawn.

A. solution often proposed for errors-in-variables is to use instrumental variables. Although we

have performed such as examination above, there are difficulties with using it as a salve for the errors-

in-variables problem beyond the difficulties mentioned for issues of simultaneity. Among those

difficulties is the fact that most potential instruments (induding the ones chosen) will suffer from the

same errors-in-variable problems as the variables used in the OLS results unless instruments could be

found that were based on DMA level data as opposed to constructed from the MSA level data, which

we have not been able to do.

VI. Gauging the Overall Impact of Radio

We have found that radio use lowers sales of sound recordings. Because we have only a limited

XL range of observations to work with the regression results that we have found could be compatible wither
other scenarios that might allow for overall positive impact of radio play on record sales. For example,

radio at first might have a positive informational aspect on sales, which then turns negative when

greater radio use becomes a substitute for listening to CDs. In this case the overall impact of radio

could be positive or negative in spite of our negative findings. Assume, for the sake of example, that

radio has a positive impact for approximately the first .5 hours of daily use and a negative impact

thereafter. This is illustrated in Figure 1 for three possible cases, A, B, and C.

Correctly estimating the impact of music radio when all observations are between 1.5 and 3 will

lead to a conclusion that music radio lowers record sales, which is correct within the bounds of the

data. Attempting to extrapolate the impact of a factor, such as radio use, to levels that are outside the

bounds of the sample can easily provide misleading results if the relationship looks like A or B,

however. The negative relationship found in measured portion of A could obscure an overall positive
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impact that radio play might have on sound recordings since the large positive impact from the first

half hour of music radio would be obscured.

Figure 1: Out of Sample EStilrlateS can be Misleading I
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The bounds of music radio use in our 2003 sample. (see Table 1) run. from a low of 1.9 hours to:a

high of 3 hours, with sn average of 23 hours. The 199$ values ate just slightly higher. The range of

changes in music radio use is .6 hours from 1998 to 2003. Within these ranges of observations the

measured impact of radio play on the sales of sound recordings is negative. The average album

consumption stood at 2.3 units per capita in 2003. If we were to assume that the relationship between

music radio and CD purchases were linear throughout its range~ as'llustrated in case CI an increase in

radio use from 0 to 2.3 hours per day could be expected t:o rI:du'ce 8bulm daleth by more 'than one and a

half albums, given a coefficients of -.75. This would be a very large negative impact of overall radio use.

Yet the relationship represented by curve 8 would imply a loss bf only. 1 unit and the relationship
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represented by A would imply a gain of 1 unit, and either of these other two curves could also be

consistent with the data at hand,

Is there any evidence for or against such a nonlinearity that might overturn the results found in

generalizing these regression results'irst, we ran quadratic specification of the amount of radio music

use to see whether there was any evidence of nonlinearity within our data. There was not. We also split

the data in halE based upon music radio usage and ran separate regressions for each half. The cities with

smaller music radio usage had a larger negative impact than the cities with greater music radio usage,

contrary to what we would expect from the type of nonlinearity suggested by lines A or B. Still, the

limitations on our data keep us from being able to say much more.

The historical approach used in Liebowitz (2004), however, can be used to throw some light on

this possible nonlinearity. That paper examined the sales of sound recordings immediately before,

during, and after the introduction of radio into the American market. If there was an initial positive

promotional element in radio, and if it were large enough to overpower the later negative impacts, that

positive impact should have clearly shown up in historical data which included the very first hours of

music radio listening. As already mentioned, the sound recording market was already quite mature at

that time, with per capita sales the equivalent of those in 1950. Yet, as that paper reported, there was no

evidence of any but a negative impact of radio on sound records since sales fell significantly during the

first few years of radio's growth in spite of a healthy and growing economy. The fact that record sales

fell during the birth of radio would seem to imply that the net effect is negative, even at an initial stage.

That conclusion is echoed in Morton {2003):

Record companies welcomed the subsequent transfer of electrical technology
from radio and motion pictures to the phonograph industry, but hated the effect
these two new forms of entertainment had on the record business. Radio was the
biggest threat. On the eve of broadcasting's debut, between 1914 and 1921,
record sales had doubled, largely because of sales of popular music. With the
inauguration of network radio in the middle 1920s, the market for popular
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recordings collapsed, resulting in a number of companies leaving the fi.eld or
changing ov nership. (Page 26).

To be sure, this issue cannot be completely settlecl since one can argue the radio/sound-

recording relationship in the early 1920s might have been very diffrerent than the'. current relationship.

Nevertheless, the lack of any evidence in favor of the possibility of a net positive impact, when.

compared to the more substantial evidence of the negative impact of music radio, provides a prudent

analyst with at least a tentative conclusion that radio has a~net negative impact on sound recording sales.

Purther research is warranted.

VII. Discussion

Can this result be reconciled with the well-documented existence of payments to radio 'station's

for the promotion of records? The existence of payola seems to have been taken as evidence that radio

stations generate sufficient positive impact on record sales that the typical market clearing price, for the

right to broadcast sound recordings would be negative price for the rights to a sound recording. Does it

provide evidence on whether a property right controlling the broadcasts of recordings would have

economic value?

I think not. The overall negative impact of radio play found in the above regressions would be

beyond the feasible control of record. companies due to the current lack of broadcast proper~ rights in

sound recordings. Any recorcl company that attempted to, ~let's saty, pay ~radio stations to play fewer

hours of sound recordings would only receive a portion of the benefits which would accrue to all sound

recording companies. Nor would it make sense for a record company to pay radio stations to reduce

the hours of broadcast of just that record company's songs since this would tend to decrease its market

share and not have any salutary impact on overall record. sales since those radio signals would still be
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broadcast for the same amount of time, allowing the same level of substitution of radio for sound

recordings by consumers. Further, antitrust laws would prevent the entire industry from collectively

trying to make such payments. Even if they could do so, entry problems would likely doom such an

agreement since any station (talk radio, say) could then threaten to play more sound recordings (by

changing formats) in order to generate payments not to.

It is also the case that payola is consistent with the possibility of an overall negative impact of

radio play for the simple reason that payola doesn't impact the total quantity of radio broadcasts of

sound recordings. Payola only impacts which particular songs are broadcast. There does not appear to

be any evidence, for example, that record companies tried or can alter the share of music relative to talk

on radio stations, or that they tried to convert talk radio stations into music radio stations.

Both Caves and Coase note that numerous attempts were made by record companies and before

them, music publishers, to stop paying radio station personnel or well-known performers to play

particular records or songs, beginning. according to Coase, with an episode in 1890. Some of these

attempts, including the congressional hearings in the late 1950s, appear to be instances where

established record companies were trying to reduce the airplay of a group of smaller upstart record

companies who were heavy users of payola and who happened to specialize in that evil music otherwise

known as rock-and-roll. Caves suggests that modern attempts to limit payola have largely been attempts

by major record companies to restrict competition from smaller independents. There may well be truth

to these claims of redistributional impacts from attempts to control payola. Nevertheless, if payola type

activities benefited record companies in an overall sense the industry should not have wanted to

eliminate the practice altogether.

The results of this paper are entirely consistent with a modified version of the conclusions of the

economists who have argued for a market solution. Their focus on only part of the property rights
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problem have led them to conclude that payola should not be illegal, that it is payment for a useful

service, and that the market should determine what the payments should be.

For example, Coase concludes (p 318):

..if the playing of a record by a radio station increases the sales of that record, it is
both natural and desirable that there should be a charge for this. If this is not
done by the station and payola is not allowed,:it is in'evitable that more resources
will be employed in the production and distribution of records, without any gain
to consumers, with the result that the real income of'he community will'ten'd to
decline. In addition, the prohibition of payola may:result in worse record
programs, will tend to lessen competition, and will involve additional
expenditures for regulation.

Caves states (p 292):

The evidence supports a simple interpretation of the economics of payola in
broadcasting. Promotional benefits to the label cannot be captured directly by the
broadcaster, who lives by advertising revenue that generally will not reHect. this
bene6t. Payola compensates for valuable promotion, and leaves us wondering
why it is stigmatized as bribery rather than recognized, as payment for services
rendered.

We agree completely with this call for a fully functioning. market. A. complete market, however,

would not merely allow payola to be legal. A. Fully functioning market would allow a complete set af

property rights over the sound recording being broadcast, including the ability of record companies to

restrict radio play and to provide geographically exclusive territories for the broadcast of songs.'III.
Conclusions

The impact of music radio broadcast on the sales of sound recordings has received scant

attention by researchers. The analysis above provides evidence that radio play is negatively related to

the overall level of record sales and that the size of the negative: impact is large. This implies that radio

play is largely a displacement for the sales of sound recordings, a result that seems at odds with most

conventional thinking.



The negative impact of radio on record sales only exists for music broadcasts and not for talk

radio, which is consistent with a view that listening to music on the radio is a close substitute for

listening to music on sound recordings. The measured negative impact of music radio on record sales is

in the vicinity of 20% within the range of our observations. Extrapolating these results outside the

bounds of our sample provides for a considerably larger impact, although such extrapolation is fraught

with difficulties. Those difficulties are ameliorated somewhat by appealing to other evidence and other

tests.

This finding is likely to become increasingly important in the near future as the transmission of

music becomes increasingly digitized and the putative property rights (or lack of property rights) of the

copyright owners come under greater scrutiny and political pressure. These results also provide some

suggestions for public policy that is likely to become increasingly important in the next few years. As

new broadcasting techniques (e.g., digital transmissions that allow high quality copies to be made

automatically) make using the radio a closer substitute for the purchase of sound recordings, the above

results should provide useful information in a discussion of whether the owners of sound recordings

should be given the ability to exclude such usage.

On a methodological note, the apparent divergence between the impact of radio play on the sales

of individual records versus its impact on sales for the entire industry indicates an important danger in

trying to estimate the impact on an entire market by examining the impact on individual units, such as

records. This potential fallacy of composition should be kept in mind whenever there are reasons to

believe that the behavior of the whole may be different than the behavior of the individual parts

(besides radio broadcasting, the example of file-sharing's impact on individual recordings vis-a-vis the

entire recording industry come to mind). In these instances, the technology's impact on market shares

can occur quite independent of the impact on overall market sales and it is important not to conflate

share changes with overall market changes.
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These problems highlight the difficulty of using ariy form of analysis to help regulators try to

imitate markets. With a full property rights system in ~place, accord~ companies could control 'how

frequently their records were played and extract payments from radio broadcasters, or they might make

payments to broadcasters as the case might be. A complete mai'ket solution would have a set of rights

like the one between the television and movie indus tries. Record companies would be able to enter into

whatever contracts they wished, including restricting the playing of songs to particular stations in

particular localities. With this additional proviso, the .market solution suggested by Coase,.Caves, and

Sidak and Kronemyer can be readily supported. In that case, the true value of the various rights could

be determined where they are best determined—by direct observation in the market.
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IX. Appendix (avajilable on request): Cross'ecti'on Results by Y&a1t

Because the simple cross section results are likely to be eclipsed in usefulness by the fixed effects

results I do not included them in the main paper. Table xl pr1i.serfs )omie of th'ese results from for years

1998 and 2003. Our primary interest is in the coefficient on the time spent listening to music radio. Az

was the case in the text., we make the null hypothesIIs that radio play has a posifive impact, in

accordance with generally accepted beliefs, and for that reason use a one tailed test of significance.

Table x: Dependent Variable is Album Sales per Capita
-----1998----- ———-—2003-————-

Daily Per Caipita Music
Radio (Hours)

Average Household
Income {000s)

Internet.Access

BA Degree or above

Share 12-2'.9

Share Males

Share 55-I-

Share Minority

DMA Populaition

Constant

Pop8'Cov
-0.2684

(0.162)
0.0014
(0.9'05)
2.8033

~00~~
2.0535
(0.153)
-1.4090

(0.319)
-0.0535

(0.9'76)
-2.3272

(0.0i63)
0.1631

(0.705)
0.0025

3.1779

Cr)veragc&.6 Coverage'.&.75

-0.3407 -0.22.'31

(0.16~4 {0.300
-0.0037 -0.0144
('0. 825) (0.420)
3.5014 3.7365

IOO

1.3688 3.82).1

(0.495) 0.076
-1.8482 1,3650
(0.354) (0.481)
-0.4676 0,6412
('0.842) (0.796)
-2.0592 -1.5963
('0.224) (0.397)
-0.1207 -0.0721
(0.831) (0.902)
0.0023 0,00] 9

(0.077 (0.098
3.7826 1.7483

0 0.,012
0.0038 -0.0035

{0.620) (Oi705)
2.2326 3.:2354

0.013
1.4250 1..3102

(0.280) '0.332)
-5,9985 -6.662',5

00r ,', 0
-2.5706 -5.7907
(0.501), (0,268)
-2.8457 ~ -4,0333

(0.165) (0,11'i)
1.5137 1.4869
0 0,.01]

-0.0003 -0.0006

(0.776) (0.661)
5.9602 i 7.6909

PopkCov covmage&.6

-0.',8985 -0,8684
Coverage . 75

-0.7406

(0.0~60

0.0009
(0.942)
1.1920
(0.:325)
3.1834
(0.190')
-6.6705

(0.117'6.3801

(0.248)
-6.0944
(0.118
1.2157
0.069

-0.0018
(0.195
8.9437

I0.0i~32 ('0.080 (0.377) 0.086 0„088 (0.123)
Observations 94 62 42 92 66 47
R-squared 0.505 0.491 0.669 0.53 0.5 0.529

Robust p values in pa,renth
10% level; bold underline

eses; p val
d ait 5o~o, bol

1c radro 1s

underline
ue for mus
d double

for one tail test bold is sig at
1%

The measured relationship f'r each year is generally similar to that found with the fixed effects

model. It appears strongly negative in 2003 although considerably less so in 1998. The music radio
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coefficients are inconsistent with the expectation that radio play is positive although the results for 1998

are sufficiently weak that we would have difficulty being able to say very much if we didn't have the

superior fixed effects model to rely on.

Cities with populations having greater financial resources and media expertise would be expected

to purchase more sound recording albums. Income, possession of the college degree and Internet

Access all measure some dimension of ties characteristic and are highly correlated with one another

(-.6), although the Internet Access variable is related to file-sharing in 2003, as discussed in more detail

in the main text. Although the coefficients on Internet use and college are generally consistent with this

hypothesis, the income variable would be troubling. The results from the fixed effects model are very

different and are far more reasonable than the results from the yearly regressions.

Demographic variables appear to play a larger role in the yearly regressions, although that might

be due to the fact that the fixed effects pick up much ot the demographic difFerences between cities. In

the yearly regression an increased share of individuals over 55 appears to decrease record sales which

would make sense since older individuals do not purchase many records according to RIAA surveys.

Cities with larger shares of males and youthful individuals have lower record sales in 2003 but not in

1998, although file-sharing might be responsible for some of this since both groups are much more

likely to engage in file sharing. Larger cities seem to be associated with greater record sales in 1998, but

there is no impact in 2003. Minorities are associated with higher record sales in 2003, but there is no

impact in 1998.

Of course, it is possible that none of these cross section results should be taken too seriously. It

is generally understood that cross section results are often less reliable than similar panel data since

panel data allow the control of fixed effects that might not be picked up in the cross section

regressions. For example, there may be important differences between cities that we are not controlling
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Executive Summary

How can managers assess the potential substi totten effect ofa new product dategory

based on new technology? This study examines an approach developed to assess the

substitution effect ofsatellite radio on CD and music downloadpurchases. Given the

challenges ofthe research questi ons anddata, the studyhad several ckstinctivefeatures,

including: 1) an experimental design using a controlgroup ofthose who intend to,
subscribe in the next 90 days rather than allpotential adopters ') identification of"a 'egmentof "music lovers" to test whether this group behaves ckfferently,:3) a survey

design to determine thepequency and amount ofpurc~es usingfollow-up que'stions

andanalysis, 4) an analysis based on median rather than mean, to address data that w'as'ot
bell shaped, 5) validation ofresults with other, studies. This,article points to aPuitful

approach to analyzing such substitution effects and overcoming obstacles in experimental

design andanalysis.



Introduction

Rapid technological change is leading to increased concerns about substitution and

cannibalization of sales of one product by products from other product categories. For

example, to what extent will digital cameras and video recorders built into cell phones

take over the market for traditional and digital cameras? To what extent will a PDA

substitute for a computer? What will be the impact of video downloads on music rentals,

DVD sales and movie theater revenues? And, as considered in this article, how will

satellite radio affect sales of CDs and music downloads?

While the impact of new technologies in retrospect might be clear, their expected impact

early in their market introduction is far from certain. Will they be a passing fad or the

new market paradigm? What segments will adopt products based on the new technology?

Will they consume the current market or complement and grow the market? These are the

serious strategic questions facing companies with an incumbent technology when a new

technology or product arrives on the scene. The answers to these questions have

significant implications for competitive strategy, but assessing this impact is a serious

marketing research challenge. This article outlines a research method used to assess the

impact of a new product category that is a potential substitute for an existing one.

9istinctive Features of Research Approach

The specific question examined in the study discussed here was whether subscribing to

satellite radio promotes the purchase of other music (CDs or digital downloads) or

substitutes for it. Given the challenges of the research question and data, there were

several distinctive features of the research approach used in this study:

o Experimental design: While the experiment used a classical design of a test

group and control group, the control used was respondents considering

subscribing to satellite radio within the next 90 days. Since this group expected to

become subscribers shortly, they were believed to be most similar to actual

subscribers, maldng it more meaningful to compare their behavior with the test

group.



~ Added control: An added control was used to identify "music lovers," based oni

attitude toward music, and see if this segment among the test and control groups

exhibited similar patterns ofbehavior to that of the base test and control groups.

~ Survey design: The survey used a series of questions,'ollow-ups and analysis to

assess with confidence the frequency and atnount ~of purchases of CDs an'd musi~c

downloads purchased per year.

~ Analysis: Because the results were skewed (not normally distributed), the analysis

of the differences could not rely on the conventional statistical analysis of the

difference between means. We relied instead on the median. We calculated a 95~% ~

confidence interval around the median and relied on non-parametric statistics in

determining whether the differences between the test,and control group were

statistically significant.

~ Validation: The results of the study were validated against other external and

independently conducted studies.

Experimental Design dE
We designed a double-blind experiment,'hich employed a classical design using a test ' ' '%W'roup

and control group. While the selection of the test group — subscribers to satellite

radio — was obvious, the challenge was in selecting the most appropriate controlgroup.'o
design a control group that would be most similar to the test group -'xcept for 'ctuallyusing satellite radio — we chose a control composed of people who planned to

purchase satellite radio sometime in the near future (82%.in the next 30 days and the rest'ithin90 days). This design required significantly more screening up front, but these

control subjects were expected to be more similar to the test group than a control drawn

from the broader population. Using random digit dial ~ sampling,~ telephone interviews

were conducted by Guideline Research ofNew York to identify and survey 200

subscribers to satellite radio who were involved in the decision to subscribe to satellite

radio, actually subscribed to it and listened to it. The screening process also identified

101 respondents who were considering subscribing to satellite radio in the very near:

future.

'either the interviewers nor the respondents lmew of the purpose of the study Or who commissioned it.,



Added "Music Lover" Control

To look more closely at the attitudes of respondents, we also identified a group of "music

lovers" from both the test group and the control group. Respondents were given a series

of statements (e.g., "Music is a very important part of my life" or "Going to concerts is

my favorite activity"), and asked to state the extent to which they agreed or disagreed

with them. The individual responses to the six attitude questions were added together for

a total score, and the 301 respondents were ranked from highest to lowest based on their

score. Once this was done, the median was calculated and all those above the median

were defined as "music lovers."

This group was then divided into subscribers and those considering subscribing, which

allowed the comparison of these two sub-groups. The classification of the respondents

based on the median was also checked against the results of a principal component

analysis of the six attitude questions, which revealed that all but one of the respondents

would have been classified in the same way.

Survey Design: Calculating the CDs and Dowuloads Purchased

A key challenge of designing the survey was to determine thePequeney with which

respondents purchased CDs and digital downloads, and the quantity of CDs and digital

downloads purchased. Without actual purchase data from respondents, we needed to

design a survey in a. way to capture the purchases of respondents and offset potential

biases in memory of respondents.

Respondents were first asked to recall the most recent occasion on which they bought a

CD. To help them remember the occasion, the respondents were asked to recall the genre

of the CD. The respondents were then asked to state how many CDs they bought at that

time, and how long ago they purchased the CD(s). Both of these questions were open-

ended: respondents were not given a preselected range of quantities or time periods to

choose from. Only if a respondents stated that they did not know how long ago they

purchased a CD, would they be prompted with a series of questions (e.g., was it more



than a week ago?) to determine the date. If respondents mentioned a. period longer than 6

months, they would be asked how confident. they were about his time estimate, and only

those individuals who stated that they were confident, and that this time period was

typical, were included in the analysis. Respondents were then asked the same questions in

regard to die next most recent time they purchased ~a CD. ~

At the conclusion of these questions, respondents were asked whether the time period ~

between purchases and the amountpurchased was typical, and if not what was a typical

period an/or quantity for them. Respondents were also asked the same questions in regard'o
their digital download purchases. The order'of the questions in the study was

randomly rotated, such that: half the respondents received the questions about the CDs

first, and the other half received the questions about downloads first.

Given the responses, a procedure was developed to estimate the~number of CDs and

downloads purchased per year. This began with an initial analysis of the fi equency

between purchases and the amount per purchase, for three segments of respondents:

1. The first group was successfully able to recall the most recent purchase time and

the time before that., and indicated th.at the time period and amount purchased

were typical. For this group, the time between 'the'two m'ost frequent purchases

was converted into days. For example, if' respondent purchased a CD two weeks

ago and five week ago, the frequency would be the difference between the two, or

three weeks (21 days).

2. The second group gave, information on their most recent purchase time and the

time before t]hat, and the amount purchased on each occasion, but indicated that

this was nor their typical time period or amount. In this case, the typical purchase

time or amount they gave was used.

3. Finally, were the few respondents who gave the same time for their most recent

purchase time and t]he time before, indicating that they may not have understood

the question (the meaning of the "time before last"), we relied only on their
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respon se to the last purchase occasion and the amount purchased on that occasion .

The frequency used in this case was the time between that last purchase and the

time of the interview.

Once the frequency between purchases was established, to calculate the number of

purchases per year, we divided 365 by that number. For example, if the purchase

frequen cy is 100 days, the average number of times the respondent will buy CDs in a

year is 3.65 (365 divided by 100).

Analysis

The results showed the distribution of purchases for the test and control groups are both

non-normal , as shown in the figures below. In each case, the data look nothing like a beIl­

shaped curve, so the traditional approach of the comparison of means of the two

distributions would lead to unreliable results . The selected alternati ve was the median,

which less sensi tive to extreme values of the distribution.
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The results of these calculations for CDs and downloads are shown in the table below,

as well as the comparison to the mean. As shown by the high standard deviation of

the calculations of the mean , this would not be an appropriate measure to use. In

contrast, there is a 95 percent confidence interval around the median (suggesting that

if the study were run 100 times, 95 of the test would be in this range) . The results

confirm the hypothesis of substitution effects.

Figure 2

CDs and Music Downloads Purchased Per Year: Mean and Median

Measure Music CDs Digital Downloads

Test Control Test Control

N = 160 N =88 N = 44 N =28

Mean number Bought 19.3 21.3 77.5 107.1

Standard Deviation 62.98 34.9 1 94.12 123.19

Median 4.5 7.0 34.8 49.1

95% Confidence Interval 3.33-6.09 4.56-12.16 20.30-64.41 18.24-130.35

Next, we needed to determine the confidence interval for these results . For this we used

the Wilcoxon Rank Sum Test (a non-parametric test). This test ranks the entire sample,

members of both the test and control groups , to see whether the n1 observations from

subscribers tend to be lower than the n2 observations of those intending to subscribe. The

n1 + n2 observations are ranked from smallest to the largest and the ranks (1 for smallest,

2 for second smallest, etc.) are retained . If there are ties , then the ranks were assigned to

the tied observations are averaged and all of the tied observations are given the average

rank. The test statistic is T=Sum of the ranks of the subscribers. If satellite radio were a

substitute (our hypothesis), one would expect the control group to have higher

concentrations of high ranks . If satellite radio promotes the purchase of CDs and music
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downloads, on the other hand, one would expect the test group to have a higher

concentration of high ranks .

The Wilcoxon rank order was calculated for 12 comparisons, six for the test versus

control of the entire sample and six for the segment of music lovers among the test and

control segments. Within each of these, tests were done for both CDs and downloads

(three for CDs and three for downloads). The three tests were for: a) number of purchase

occasions per year, b) amount of purchases per occasion, c) the number of CDs or

downloads purchased per year (multiplying a and b).

For CD purchases, there were highly significant differences (p of .0101 for the total

sample and p of .0789 for the music lovers) , as shown in the table below. This is a

confidence level of 99%. Because the sample size for the downloads was relatively small,

all that one can state is that, directionally, subscribers purchased 14.3 fewer downloads

per year. While this directional result may not meet the academic test of the .05 peer

review standard for p-value, it is still significant for managers. Coupled with the results

for CDs and the corroborating studies detailed below, managers could still use this

directional result to infer that there is a substation effect of satellite radio on music

download s.

Figure 3
Test Comparing Subscribers v, Considerers:

Wilcoxon Rank Sum

Total Sample "Music Lovers"
Z-Value P-Value Z-Value P-Value

CD
Frequency -1.2818 .1000 -1.2034 .1134
Quantity -2.3835 .0086 -0.5327 .2971
Quantity/Year -2.3227 .0101 -1.4122 .0789
Downloads
Frequency -0.6917 .2446 -0:3467 .3644
Quantity 0.1867 .5740 -0.2365 .4065
Quantity/Year -0.8549 .1963 -0.5728 .2834
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Results

The study results show that satellite radio clearly substitutes for, rather than

promotes the purchase ofCDs and digital downloads. As Figure 1 below shows, satellite

radio subscribers purchased 4.5 CDs per year and 34.8 digital downloads per year.' In

contrast, individuals considering a satellite radio subscription purchase 7.0 CDs per year

and 49.1 digital downloads per year. Satellite radio subscribers therefore purchase 2.5

fewer CDs and 14.3 fewer digital downloads per year - reductions of36% and 29%

respectively - as compared to considering subscribers. Satellite radio is the most likely

cause for the different purchase levels between the two groups because its presence in

one group but not the other is the primary difference between them. There is little that

differentiates a considering subscriber from an actual subscriber because the former may

well become the latter injust a few weeks or months. Yet because the considering

subscriber does not yet have satellite radio, his purchases - unlike his subscriber

counterpart - cannot be attributed to satellite radio . The reduction in purchases by

subscribers therefore demonstrates that satellite radio is apparently satisfying the

subscribers' need for music, and/or consuming the time and money that they would

otherwise be spending on CDs and downloads.
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Satellite appeared to have an even greater effect on music lovers, subscribers and

considering subscribers who indicated that music was an important part of their lives . As

with the study respondents as a whole, among these music lovers, subscribers purchased

fewer CDs and digital downloads than considerers. Indeed , subscribers who were music

lovers engaged in an even greater reduction in music purchases, suggesting that satellite

radio 's substitutional effect is strongest where music plays an important role in the lives

of the consumers, who most likely to purchase the most music . Specifically, music lover

subscribers purchased 4.2 fewer CDs and 33 fewer downloads than current subscribers ­

a reduction of33% and 52%, respectively.
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Figure 5

Purchasing Habits of Music Lover Subscribers to Satellite Radio v. Music Lovers
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Validation

It is important to validate results by looking for other studies that could either corrobo rate

or contradict the results . In this study, we were able to find four other studies, two

conducted by the satellite radio companies, another study by an industry association and a

fourth study conducted by another researcher. The two company studies showed

decreased listening time for CDs and music downloads after subscribing to satellite radio.

Since it is reasonable to assume that decreased listening time will lead to decreases in

future purchases, the results are consistent with the results of our study.

Tn addition , a March 2007 study by the National Association of Recording Merchandisers

(NARM) produced similar results . The Internet survey of 3,136 consumers, including 326

who listen to satellite radio, indicated a sizeable substitution effect attributable to satellite

radio . The study found that 33% of satellite users reported not purchasing any music
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(CDs or downloads) in the last year, compared with 23% of respondents who listened

only to terrestrial radio. And 85% of those satellite subscribers who made no purchases

indicated that the reason was that they were "satisfied listening to music on satellite

radio," The study also indicated that the more users listen to satellite radio the more likely

they are not to purchase music in other forms.

A fourth study was conducted by Mantis using a random telephone sample of satellite

radio subscribers, asking them to recall the number of CDs and music downloads they

bought in the last three months and compare it to the number they bought three months

prior to subscribing to satellite radio. The vast majority of respondents indicated that after

subscribing to satellite radio, they decreased their purchases of CDs and downloads.

When asked why, their responses to the open-ended questions clearly support the

hypothesis that satellite had substituted for other music purchases.

Given the consistency of the results of all these studies using different methodologies,

conducted by different research firms and sponsored by different parties, these studies

validate the results of our study. The converging validity of these diverse studies gives us

increased confidence in the results, especially for downloads, where samples size was

small and the non-parametric test showed only a directional effect.

Drawing upon such studies is crucial in complex and fast-moving environments, where

there may not be extensive survey data or academic studies to draw upon. There may not

be the luxury of waiting for additional independent research to be commissioned or

conducted. It is very important to look carefully at any and all industry and company data,

whenever available, to help to confirm or challenge research results, as was done in this

study.

Conclusions

The research approach used in this study offers a general methodology for assessing the

important substitution versus promotional impact of one product category on other

product categories. First, the study used a distinctive experimental design based on a
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control group of future,subscribers rather than the broader universe of all potential

adopters. Second, it added a control based on attitude, identiifying "music lovers" and'estingwhether this group behaved d;ifferently froiri the broader population. Third, it

employed a survey design created. to determine the frequency ofpurchases bybreaking'espondents

into three categori.es and using followlup quI:stuns or analysis to infer

purchase amount and frequency. Fourth, the study employed an analysis based on meNan

rather than mean., to adclress skewed dat«. Fifth, the results were validated against diverse'thersstudies from industry and other researchers. Furthermore., the results offer a lesson

in utilizing non-parametric data, which i;s sometimes ignored. Results that are directional

can indicate which of the two hypotheses are correct.

By their nature, new technoloajes such a.s satellite radio present serious research

challenges. The market is not well defined. The profile of: potential adopters is just

emerging (and may be changing as the technology spreads). Yet managers, particularly

those with incumbent products that might be canni~balized by the newcomers (such as

companies that sell CD. and music downloads in this example), need to make decisions

today about how seriIously to take these threats. Is this new technology or product

category a passing fad or the future of the market? The assessment of the potential for'ubstitutionis critical to shaping competitive strategies iii response. The approach

outlined in this ajCcle offers one way to generate insights fairly rapidly but rigorously, to

address this critical challenge.
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